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OFFICE OF THE SECRETARY OF DEFENSE
WASHINGTON, D.C. 20301-3140

September 30,1993

DEFENSE SCIENCE
BOARD

MEMORANDUM FOR UNDERSECRETARY OF DEFENSE (ACQUISITION)

SUBJECT: Report of the Defense Science Board (DSB) Task Force on Defense Manufacturing
Enterprise Strategy

| am pleased to forward the fina report of the DSB Summer Study on Defense Manufacturing
Enterprise Strategy, which was co-chaired by Mr. Ed Biggers and Mr. Gordon England. The
Sudy concentrated on the identification of acquistion and manufacturing processes which, if
adopted, could lead both the DOD and industry to a new enterprise approach.

In developing its conclusons and recommendeations, the Task Force reviewed numerous past
gudies which produced well-documented recommendations, few of which were ever implemented.
The Task Force strongly believes that only a revolutionary enterprise process approach, where the
focus is shifted to improving the efficiency and effectiveness of the total acquistion system, can
provide the DOD leadership with the leverage to exact change. In essence, the report provides
guidance on how to insart a continuous improvement, process-oriented culture into the Pentagon
and its indudtrid suppliers.

The report defines the Lean Manufacturing Process and the characteristics of that process, by
which the management of a large number of organizaiions has successfully transtioned to
continuous improvement. It aso identifies how the DOD is, by its naure, sructurdly different
from most of these organizations, but notes thet, in spite of these differences, it can apply
enterprise process management, and in many cases, is aready doing <.

The report documents the red criss present in DOD acquigtion, resulting from a severely reduced
procurement budget and the existence of high fixed overhead, adminigtrative, and support coss.
This crigs, and the attendant potential for degraded readiness, can be overcome if DOD adopts the
enterprise process approach. A strawman vison is provided for the DOD leadership; however, the
Task Force cautions that the leadership needs to develop its own vison to guide the development
of a focused drategy.

“How to” recommendations include, as a bass, the use of a DOD Acquistion Policy and Indudiria

Base Team to be the change agent for incorporating lean manufacturing and enterprise principles
within the department itsdf and as an interface with the Indudtria Base. The report dso provides
suggestions for near-term implementation of process change in severa on-going programs. Of
note, the Task Force drongly believes tha, dong with the benefits of process change, the

important issue of public trust and accountability can be maintained.

The adoption of a revolutionary philosophy for DOD to focus on process improvement through

enterprise man%gement is the pillar of this report. | concur with the findings of the Task Force,
and recom that you forward the report to the Secretary of Defense.

Ot AT, flomsamode”
Paul G. Kaminski
Chairman



OFFICE OF THE SECRETARY OF DEFENSE
WASHINGTON, D.C. 20301-3140

DEFENSE SCIENCE September 29,1993

BOARD

MEMORANDUM FOR CHAIRMAN, DEFENSE SCIENCE BOARD

SUBXECT: Report of the Defense Science Board (DSB) Task Force on Defense Manufecturing
Enterprise Strategy

Attached is the find repot of the DSB Summe Sudy on Ddfense Manufacturing Enterprise
Strategy. The Terms of Reference asked usto identify those lean acquisition and manufacturing
proceses which both DOD and indusry should adopt to become world dass. The Task Force
chose what can be regarded as a revolutionary gpproech to this challengg, i.e, only the option of
the enterprise process concept- where the focus Is on improving the effidency and efectiveness
of the totd acquistion sysem and its components-can provide the leverage to enact the changes
required to maintain netional defense capabilities and reediness Our impetus for this wes a review
of previous dudies dretching back for decadesdl of which had vdid recommendations for
improving acquigtionbut few of which were ever implemented.

The Task Force reviewed lean manufacturing practices and enterprise processes that have proven
angulaly successul in many organizations in both government and indudry. It is these practices
and process focus that lead to continuous improvement, and which, in the view of the Task Force,
_slr?guulocljesbe promoted throughout the DOD acquigtion community. The recommended gpproach
i

Focusing on process improvement.

Eiminating nonvaue-added adtivities

Deveoping longteem and red patnerships

Empowering teams

Integrating product and process deve opment.

Proven benefits in indudry have been lower codts higher qudity, compressed cyde time,

production flexibility, and better peformance. Although we recognize that the DOD is different

from indudry, these differences are managedble The need for process improvement is urgent

because the DOD acquistion community is fadng a red crids resulting from a severdy reduced

procurement bﬁ%ﬁ and the exigence of high fixed overhead, adminidrative, and support cods
whi

This aigs can only result in reduced readiness, can be tempered if DOD adopts the
enterprise process gpproach.

Our recommendaions concantrate on the formation of an Acquistion Policy and Indudrid Base
Teams as the change agat to:

Sate and communicate the vison of the enterprise

Adopt process focus within DOD and the supporting indudrid base

Fadilitate the process of

Harmonize the change through the involvement of other dakeholders eg., the Congress
We bdieve the adoption of an enterprise process gpproach to defense acquidtion is absolutey
necessaty, we ae convinced thet public trus and accountsbility can be mantained while
undergoing these nesded changes

iy K B y ,
Edwin L. Biggers Gordon gland
Co-Chairman Co-Chairman

Attachment




FOREWORD

The 1993 Defense Science Board (DSB) Summer Study on Defense Manufacturing
Strategy was initisted a the request of Undersecretary of Defense for Acquistion
(USD(A)) to build on the 1992 DSB study, Engineering in the Manufacturing Process.
That report focused on Science and Technology (S&T) programs. It recommended
management approaches that included integrated product and process development (1PPD)
and making best use of commercia products, practices, and capabilities. The study, by
direction, did not address mgor issues associated with the acquisition process.

This year's sudy was chartered to creste a defense manufacturing srategy that
would encompass both a lean acquistion process and a lean manufacturing process.
Concurrent with the early activities of this effort, a separate DSB task force was initiated on
Defense Acquisition Reform. To ensure communication across the two efforts and to take
advantage of that separate short-term effort (completed in July 1993), there were members
common to both task forces.

This Task Force included many representatives from mgor firms tha have
implemented the “Lean Manufacturing Process’ and have experienced benefits beyond their
expectations. It aso included DOD members who have had the same experience in their
organizations. The concept is smple, draightforward, and implementable, athough some
recognition must be made of the unique bariers reflected in government legiddive civil
sarvice condraints. The present criss associated with the procurement budget squeeze
cdls for dradtic action and a shift in direction. We believe that the process improvement
gpproach of lean manufacturing can work across the DOD manufacturing enterprise, but it
will be successful only if the new leadership in DOD provides the vison and example to
leed in this new direction.
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EXECUTIVE SUMMARY

INTRODUCTION

Ove the padt decade, dozens of sudies, reports, directives, and commissons have
recommended specific changes in the gpproach the Department of Defense (DOD) uses to
acquire products (primarily mgor wegpon sysems). This Defense Science Board (DSB)
Summer Sudy Task Force reviewed these prior sudies and concluded thet, by and large,
the recommendetions are dill vdid and more important then ever. Unfortunatdy, few of
these recommendations have been implemented. Rather then adding to the lig of “what to
do’ recommenddions, this Task Force concentrated on recommending “how-to-
implement” change This is a departure from the typicd technicd recommendations, but
the Task Force bdieves this “how to” focus is urgently nesded a this juncture.

The Task Force drongly recommends thet the DOD adopt the lessons learned from
leen manufacturing as the basc management philosophy for the Defense Manufacturing
Enteprise (induding both the public and private dements). Mgor indudrid firms have
taken this radicd change in direction to become leen when faced with a arigs of survivd.
DOD can and dhould implement a dmilar “process improvement” leen manufacturing
management  philosophy. This will  require

A recognition thet the enterprise faces ared crigs

The pasond leedership of the Deputy Secrday of Defense and his top
managemant team

A traning and educdion process to devdop an undedanding of the
fundamentd prindples of leen manufacturing

A longteem commitment and guidance from the Office of the Sexrday of
Defense (OD) leadership team to inditutiondize the process

It is dear that DOD and indudtry are quite different in a number of important aress
such as pasonnd palides, cusomer identity, funding processes, and savices however,
this Task Force beieves that these differences should not prevent this new process-focused
manegemat philosophy from regping Sgnificat bendfits
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CRISIS FACING DOD

DOD's procurement budget has dedined in congant FY94 dallars by 65% snce
1985. Fixed cods and overhead have not dropped as rapidly. Modernization is caught in
such a tight finandd squeeze (Fgure ESH) that, even with a downszed force, busness as
usud would dlow DOD to replace arrcraft, tanks, ships, and other mgor sysems a a rae
of less than 2% per year (i.e, replacement once every 50 years). Since procurement
budgets are not likdy to increase, the Task Force bdieves that a mgor change in direction
is neded. Othawisg, it is unlikdy thet DOD will be ade to provide and mantan a
modem, cgpable, and wdl-equipped force Tough decisons must be faced to cut the
infrastructure and adminidrative cods New behavior patterns and new procesess are
cudd to dlow a gregter portion of the avalable funds to provide the nesded modem
products and to maintain readiness

150
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Figure ES-1 : Defense Procurement Funding 1985-1994

LEAN DEFENSE MANUFACTURING ENTERPRISE

Lean manufacturing Sresses a focus on process improvement that encompasses the
entire enterprise (from executive suite to the factory floor) and the entire product life cyde
(from customer requirements determination, through research and development, to product
support and phassout). Lean manufacturing is not new; it was fird introduced in Jepan and
hes been goplied successfully in America The process improvement focus and teaming
dructure of a leen enterprise has been proven to work. Subgtantid reductions in design
manthours and span times, assambly hours, job dassfications defects inventory, and
number of suppliers have been achieved.
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Lean prindples are goplicable to the entire organization. In fact, unless the entire
organization is involved-fromthe board room to the shop floor and from the operating
commands to the Secrdtary of Defense-thexe prindples will be ineffective in improving
the organization's paformance To emphasze this point, the sudy team coined the term
“Defense Manufacturing Enterprisg’ to reflect the fact thet, for DOD, “board room to shop
floor” indudes dl adtivities (public and private) required for force modernization, materid
readiness, and support.

The leen manufacturing entaprise employs a dynamic managemet  sysem
characterized by a focus on continuous process improvement (see FHgure ES2). The
leedership team edablishes a vison and the process team sats dretch gods meesures
progress, and benchmarks its processes and performance towards world-class saus

Executive DOD

Suit Ordered Set Leadershi
ute / of Tasks \ P
Reengineered Education of
Flow Users &
Participants
Defined
Ownership
for
Continuous
Improvement
Elimination  of
Non Value Added Documented
Tasks Flow
\ Metrics & /
Stretch
Y Goals Y
Shop Operational
Floor Forces

Figure ES-2: Lean Manufacturing Process Improvement Flow
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The organizations tha have adopted leen manufecturing did not achieve success
overnight; it took srong leadership, a dearly aticulaed drategic plan, and condant focus
on vaue-added processes to move them to improved performance.

The act of becoming “process focused” means that an organization, such as the
DOD, neads to concentrate its energies toward improving its proceses as a means of
improving its products rather than concentrating on the product itsdf. The ariticdl dement
in this environment is the underdanding that dl processess flow from the vison, drategy,
and implementation processss edablished by the senior executive and hisher leedership
team.

THE DEFENSE MANUFACTURING ENTERPRISE STRATEGY

The Task Force recommends that the leedership of the Department adopt a bold,
enterprigng gpproach to improve processes from top to bottom. In our judgment, nothing
less than this will suffice. Usng the wdl-tried conogpts and methods of leen
menufacturing, the leedership should:

Begn immediady to achieve a raiond dreamlining and right-9zing of the
defense establishment (public and privae) such that the needs of nationd
Security continue to be met, even as the defense budget srinks

Creste a shaed vidon of the leen Ddfense Manufacturing Enterprise and
communicate it to dl levds of the DOD (see Figure ES-3 for a stravman vison
datement).

Cregte an Agant of Change to implement the vison.
Drive the necessary changes by sdtting priorities for a series of actions guided
by an ovaaching plan. The plan should provide for reducing the DOD

overhead burden, rationdly downdzing the indudrid bess and dfecting
ongoing  programs.

Involve other sakeholders such as the Congress Office of Management and
Budget (OMB), indudry, and the users in planning and implementation

Change the spirit of defense acquisition from one of mistrust and risk
aversion to confidence in the total enterprise and turn from an inward-
looking system to one that fully utilizes the total strength of industry,
where processes are continuously improved to reduce cost and improve
performance so that U.S. Armed Forces are trained, equipped, and
ready to defeat existing or potential threats.

ES-3: Strawman Vision Statement
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THE AGENT OF CHANGE

A key dement for success will be the cregtion of an agent to implement process-

focused changes throughout the DOD. The Task Force recommends that the Deputy
Scretary of Defense (DepSecDef) in partnership with the Undersecretary of Defense for
Acquigtion (USD(A)) indtitute a body to be known as the Acquigtion Policy and Indusdtrid
Base Process Team (APIB) (see Figure ES4). This team should be chartered as the top-

levd group to lead the enterprise to develop lean processes and to produce condgtent
acquidtion and indudrid bese plans for ther implementation. The team should be tasked
to ensure that:

The vigon of the leen Defense Manufacturing Enterprise is implemented.
Appropriate policies are deveoped and promulgated.

The Indudrid Base (public and private) remans cagpable of sarving the broad
nationd security needs of the country.

Progress towards thee gods is fadlitatled by education and training and
meesured by gppropriate metrics.

Congressional,

DepSecDet Executive and
Adopts the Military
Concept Leaders
Leadership Team

« Establish  Membership

. Verify/Adjust  vision

. Establish  Strategy

+ Educate

+ Establish Team to Execute

Y

Acquisition Policy and Iindustrial
Base Prooess Tean H=eeol

USD(A) Leader Industry *y
]
VCICS (——.’ gector :
SAEs N /

PDUSD(A) e~

Secretariat*

* Policy: DUSD (AR)
Industrial Base: ASD Economic Security

Figure ES-4: The Agent of Change
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It is recommended that the USD(A) be team leader, supported by representatives
from dl areas of DOD. However, we can not over-emphasize the importance of the role of
the DepSecDef as the chief proponent of change if the APIB is to be successful. The
representatives  should include the Principd Deputy Undersecretary of Defense for
Acqguigtion (PDUSD(A)) and the Service Acquistion Executives (SAEs). The SAEs
should have line authority for the totaity of Service acquigtion (including operation and
maintenance (O&M) funds associated with industrid operaions). The team secretariat
should include Deputy Undersecretary of Defense for Acquidtion Reform (DUSD(AR))
and the Assgtant Secretary of Defense for Economic Security (ASD(ES)). Other areas of
the Department may be called upon for support as required. In addition, it will probably be
necessary to involve other stakeholders, such as the Congress and industry, in the planning
dtages of this effort and on an ongoing basis as the team pursues change.

THE AGENDA FOR CHANGE

The process action teams launched by the APIB can start immediately to address the
plethora of “what to do” recommendations amassed by prior task forces and commissions.
The following recommendations form a dart-up agenda that is based on Task Force
ddiberations and on the review of some 28 prior studies.

Although the Task Force redlizes that congraints unique to the DOD may impact the
full development of a lean Defense Manufacturing Enterprise, the Task Force none the less
believes that the following recommendations can be implemented. It is the responshility of
the process action teams to identify congraints and to pursue the implementation of each
recommendation within those condraints. In pardld, the teams should work with OMB
and Congress to relax these condraints.

Government/Industry Infrastructure

1. Introduce the concept and practice of Activity Based Codting to identify non-vaue-
added ectivities that are impediments to the implementation of lean manufacturing.

2. Reduce technicd data requirements by making use of performance specifications rather
than “build to print.” Permit manufacturers to retain configuration control while the
government retains control of form, fit, function, and interchangeshility.

3. Minimize use of militay specifications by, for example adopting ingead the
International Organization for Standardization (1ISO) qudity system standards, the 1S0
9000 series.

ES-6



Privatize defense contract auditing by permitting audit to be done through commercia
accounting firms. This need not sacrifice any vishility or accountability and would
dlow codgts to be controlled by competition for the business.

Eliminate the tracking of government-furnished equipment (GFE) having a red
resdud fair market vaue (FMV) less than $10,000. Permit contractors to buy assets
a FMV and/or rent it a ared, commercialy determined fair renta vaue.

Request the Base Redignment and Closure (BRAC) Commission to focus specificaly
on rationd downgzing of the public sector of the Defense Manufacturing Enterprise
(depots, arsends, laboratories, Federally Funded Research and Development Centers
(FFRDCs), €tc.). The overdl guidance to the commission should be an affordability
target for the tota size of the public sector component and an objective to utilize the
private sector wherever possible.

Egtablish metrics and dretch gods to simulate and measure progress toward the
vison. At the top levd, these might include ratio of DOD/industry personnd in the
Defense Manufacturing Enterprise, percentage of defense products manufactured on
commercid (dud use) lines, and number of renegotiated contracts and dollars saved.

Maintain the trus of the public by reying on competitive pricing where possble;
utilizing past excdlent performance as a bass for future awards, and ensuring quality
of the enterprise by having accounting firms conduct audits Form a team of
sakeholders from DOD, Congress, OMB, and industry to oversee the lean Defense
Manufacturing Enterprise as it evolves.

Form an Integrated Process Action Team to examine the needs for civilian workforce
reduction within the condraints of the Civil Service personnd system, identify the
desired process, and recommend an agpproach for resolving the issue that is consstent
with the overdl vison of the leen Defense Manufacturing Enterprise.

Technical Process

10. Adopt “turnkey” life cycle support where a single contractor develops, produces, and

11.

supports a product or system from its inception until retirement.

Adopt integrated product and process development (IPPD) as a management process to
facilitate enterprise-wide coordination of al aspects of DOD adtivity, induding the
change to a lean Defense Manufacturing Enterprise.

12. Invest in technology for flexible dud-use manufacturing to enable defense products to

be made on commercid product lines (and vice versa) with no difference in unit cost.
The current Science and Technology (S&T) Strategy for Thrust 7 (Technology for
Affordability) work should be harnessed to serve this end.

ES-7



Incentives

13. Introduce a series of awards for individuds and organizations to recognize
contributions towards achieving the lean Defense Manufacturing Enterprise. These
awards should be wdl publicized, substantia, highly regarded, and fairly applied.

14. Devise incentives for contractors to participate enthusadticaly in the search for
efficiencies and savings in ongoing programs and in new procurements.

Other

15. Apply the concepts of the lean Defense Manufacturing Enterprise to a pilot program in
the area of readiness and spares. Using as many of the detailed recommendations as

possble, task the Joint Logisics Commanders (JLC) to implement a program to
enhance the efficiency of the overal spares procurement and deployment activity. This
program does not take the place of the overall program; however, it does provide a
means to quickly implement this agpproach within the enterprise.

16. Education and traning in lean manufacturing will be necessary for the entire defense
edtablishment (public and private).

We believe the adoption of an enterprise process gpproach to defense acquisition is
absolutely necessary; we note the many changes which will be required and aso that public
trust and accountability can be maintained while undergoing these changes.
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1. INTRODUCTION

As ddfense budgets continue to shrink following the end of the Cold War, concan is
increesing about how to mantan nationd security in the fiscaly condrained environment
of the future Unless grest cae is taken, the drinkage of the massve defense
edablisment built up over five decades will leave the United States with serioudy
impaired means of acquiring and modenizing wegpon sysems

To address this problem, the Undersscretary of Defense for Acquidtion (USD(A))
sponsored two Defense Science Board (DSB) Task Forces in 1993. The firg of these was
chatered to recommend radicd reforms to the defense acquistion process The second,
this Task Force, was tasked to determine how a defense manufacturing strategy could help
lve the prodlem. The Terms of Reference (Task Force charter) and the Task Force
membership are documented in Appendices A and B.

In many respects, the obstades impeding the path to a smdler but viable defense
edablisment are Hf-evident: the large superdructure of legidaive, audit, and regulaory
polides desgned for a lage defene indudrid base the high burden of regulaions,
spedifications, and accounting prectices spedficdly talored for defense acquidtion; the
correspondingly large numbers of personnd (both government and indudry) required to
make the sysem work; and the added burden of bang largdy undble to use more efficent
procedures commonly found in commerad indudry.

In the judgment of knowledgeable obsarvers, these obstades could soon asorb most
of the avalade defense acguigtion funding, leaving minimd funds for modemization, and
readiness would rapidly erode.

The problem has been recognized for years. Various task forces have addressed it and
offered solutions-reduce the government infrastructure, reduce technical data
requirements  implement concurret  engineering, dreamline the sysem, and  adopt
commerdd practices These vduable sudies and thar wel-documented recommendations
ae summaized in Appendices C and D. Only limited success has been achieved in
implementing any of these solutions In the mean time, the severity of the problem has
reached the point where action is required and soon. On the podtive Sde, the receptivity of
the Depatment of Defense (DOD) and Congress to meke changes has increased, as



witnessed by the recent datements and actions of the DOD leadership. There is hope for
red change

This Task Force has dected not to add to the wdl documented “wha to do”
recommendations. Indead, the recommendations of this report are desgned to produce
real change, by focusing on “how to implement” change. If adopted, these
recommendaions will provide the defense establishment with a guide to its future o thet,
in a few years the resdud defense cgpablities will continue to meat the needs of nationd
security. This is our intert.

The membars of this Task Force have had dgnificant experience with the problems
DOD faces and many have direct experience in the recommended goproach. The Task
Force was dructured to incdlude government advisors who cover the spectrum of defense
acquidtion and who can hdp implement the goproach. All are enthudadic about the
opportunities and concerned about the consequences of falling to make a Sgnificant change
in direction of the Defense Manufacturing Enterprise



2. THE CRISIS FACING DOD

The DOD is fadng an immedige aigs with dgnificant longrange implicationsthe
modernization of the amed forces is bang jeopardized by reduced budgets and high
overhead codts.

BUDGET PRESSURE

Asthe DOD budget continues to dedline, the procurement budget hes suffered the
mog dradic reduction (Figure 1). Other mgor dements (military personnd, operations and
maintenance (O&M), and research, devdopment, teting, and evdudion (RDT&E)) have
been reduced Sgnificatly less As a reault, the annud modernization rate of military
hardware has been reduced to 1% to 2% (Figure 2). This dragtic reduction will dearly
impect future readiness and military cgpability. 1t would teke 50 years to replace the
invertory a 2% with the average age of eguipment beng 25 years The 50-years
replacament time is dgnificatly longer then the savice life of dmog dl militay
equipment. Due to the overdl downward pressures on the DOD budgels no rdief is
expected without dragtic change.
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Figure 1: DOD Budget Authority Account Reductions - FY 85-94
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Figure 2: DOD Selected Equipment Modernization Rates

OVERHEAD BURDEN

The procurement budget is dso adversdy afected because a gregter portion of the
budget is devoted to adminigrative and support cods (Fgure 3). This imbaance reaults
from a falure to proportiondly reduce the adminidrative overdght and regulaions that
drive fixed costs. Large government review and audit organizations instigate
corespondingly large indudry organizations to regpond to the governmet oversght.
Many of the technicd data requirements impasad on the production process add little value
to the ahility of the product to meet military objectives Excess capadity in bath indudry and
government fadlities aso increases the overhead burden.
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DOD cannot continue to spend such a large portion of the procurement budget on
overhead functions. Low vaue-added rules and regulations imposed on the acquistion
system have increased the overhead burden for both industry and the government. Unless
these overhead cogts are cut rapidly and dramaticdly, the unit costs of equipment will
continue to increase, resulting in even fewer wegpons being purchased.

BEHAVIORS THAT DRIVE OVERHEAD

The way that DOD deds with indudry in its cusomer and supplier reationship is
quite different from the norm in the commercid marketplace. DOD’s monopsony dlows it
to exercise very tight control over industry. As a customer, DOD:

* |dentifies the need for the product.

e Competes with suppliers.

*  Defines the market (how many units).

* Issues the specification.

e Invites bids in conformance to Request for Proposas.

e Evauates and negotiates the proposals.

»  Edablishes extensve criteria to be followed in producing the product.

* Involves a cadre of people in the internd management of the program.

e Directs the timing and funding.

e Reviews every aspect of program progresstechnicd peformance, qudity
conditions, schedule accomplishments, change adminidration, budgets and
accounting, cost accumulation, etc.

Much of the DOD oversght is clearly driven by “public trus” consderaions that are
not a factor in private sector customer behavior, even though there are some counterparts of
“public trust” in the private sector. However, this control often results in DOD paying more
for a product than its inherent value. The fundamenta behaviors in the DOD’s customer and
supplier relaionship with industry need to be adjusted if reforms to the acquidtion system
are to take place. The question is how to change behaviors throughout the entire Defense
Manufacturing Enterprise. The answer that has proven successful in many world- class
organizations is known as lean manufacturing.



3. A LEAN DEFENSE MANUFACTURING ENTERPRISE

There is ample evidence that lean manufacturing, as a set of successful
manufacturing prindples can be extrandy effective Maty firms have benefited from
adopting these prindples, paticulaly in the commerdd maketplace It is essentid that
DOD commit to leen manufacturing as a way of life for itsdf and its partners in dfense

DEFENSE MANUFACTURING ENTERPRISE STRATEGY DEFINED

In this sudy, the Defense Manufacturing Enterprise Strategy is defined to indude
al adtivities required for force modernization, materid readiness, and support. This spans
both DOD and the indudtrid base. It does not indude the Congress and other parts of the
Executive Branch dthough the report does recognize and indude those interfaces in some
of the recommendaions The tem “manufacturing” gpplies to the totd enterprisefrom
the factory floor to the boardroom and from the military operating units to the Secrdary of
Defense

The Defense Manufacturing Enterprise Strategy indudes dl dements of DOD,
except wafighting, as wdl as its indudrid base (privale and public). It indudes
organizaions respongble for requirements  definition, reseerch, devdopment, design,
manufacturing, logistics support, and the necessry assodated activities such as resource
dlocation, overdl process management, educaion, and traning.

The mgor externd interfaces for this enterprise are with the usar-the operding
forcesand with the cugomers in the legidaive and executive branches of governmentt.
Mgor internd interfaces exig between government organizations and the indudrid base.
Each of thee interfaces involves an extendve st of guiddines, regulaions traditions, and
cdtures  In addiion, may govenment adiviies have dmilar counterpats in the
contractor  community. All of these rdlaionships involve a st of processes some of which
have not been explictly documented and most of which are not subjected to continud
improvement. A process  improvement  focus can provide  Sgnificant  bendfits in
performance, qudity, cod, and schedule associaed with the ddivery of products to the
usr and a the same time vadly improve the rdaionship between the cusomer and the

supplier.



LEAN MANUFACTURING DEFINED

Lean manufacturing dresses a focus on process improvement in an integrated
manner. The process encompassss the entire enterprisefrom the factory floor to the
boardroom-and the entire product life cycle -from cusomer reguirements determingtion

through research and development to product support and phaseout.

Leen manufecturing employs wdl-known  prindples such  as  benchmarking,
continuous improvement, employee involvement, concurrent engineering, cusomer foaus,
and many others. What is dowly bang recognized by many organizaions as different is
leen manufectwring's rigid adherence to total and coordinaied agpplication of these
principles.

Although leen menufacturing is identified with Jgpen, the gpplication of its dements
by saverd American manufacturers makes it dear that it is not dependent on the Jepanese
culturd environment for success Lean meanufecturing provides a proven method used by

many benchmark companies throughout the world to reduce cod, improve performance,
and ensure qudity.

The case for change is wdl documented. Numerous books and atides have been
published on how markets have been los and profits have dedlined over the lagt severd
decades The cusomer has changed from an orientation of just obtaining products to one
of obtaining vadue-added products with defect-free operaion. Compditive forces have
required organizations to meke dradic changes in the way thar busness entarprisss ae
defined and how they conduct business There are numerous success dories of companies
who decided to atack the paradigms of ther business so that this dramatic change could be
achieved.

World-class benchmark companies exhibit a st of characterigtics that describe what
leen manufacturing looks like. These charatteridtics (shown in FHgure 4) are a combinaion
of atributes and methods The grestes leverage can be obtained by goplying process
foousng with metrics and dretch gods To meet cod, time, and qudity gods the
menufacturing  enterprise should  demondraie  controlled, undersood, and  proven
processes.

Key emphass is placed on diminging non-vaue-added adtivities, focusng on and
contralling processes, devdoping longterm  patnerships  empowering teams  ad
integrating product and process development. World-dlass companies did not achieve
success ovemight- it took srong leadership and a robugt drategic plan to move them to



improved peformance. These characteristics are evident a dl levels of the enterprise.
They work in concert to achieve world-class performance.

* Process Focused with Metrics and Stretch Goals
* Visions and Strategic Plan

¢ Performance-Based Education

¢ Empowered Teams with Decision Authority

* Non-Value-Added Activities Eliminated

» Supplier/Customer Partnerships

* Process Control vs. Inspection

* Concurrent Engineering (IPPD) at All Levels

Figure 4: Key Characteristics of Lean Enterprises

To accomplish an affordable solution, an enterprise needs to develop its desgns in
such a way that the key characterigtics of the sysem can be produced with manufacturing
processes that are understood, controllable, and have demonstrated capabilities. This is a
key concept of integrated product and process development (IPPD).

Excdlent enterprises keep their eyes on the god of customer satisfaction. Everything
that the enterprise does leads to customer satisfaction. If customers do not vaue the
product, they will go elsawhere or not buy the product at al.

BRIGHT SPOTS

There are many cases of ongoing inititives to implement some aspects of lean
manufacturing  principles  within industry and DOD. Specific examples of these DOD
“Bright Spots’ which focus on process improvements are:

*  Hexible Computer Integrated Manufacturing (FCIM), Joint Services
« Defense Acquistion Filot Program, Congressondly mandated
« DSB Task Force on Acquigition Reform, USD(A)

« Thrug 7, Technology for Affordability, Office of the Secretary of Defense
(OSD)/Deputy Director for Research and Engineering (DDR&E)

«  Section 800 Panel, Congress’DOD



e Business Process Reengineering, Assistant Secretary of Defense
(ASD)/Commeand, Control, Communications, and Intdligence (C3l)

* Len Airadt Initiative, Air Force

»  Manufecturing Devdopment Initiatives (MDI), Air Force
 Bed Manufacturing Practices Navy

e Technoogy Centers of Excdlence Navy

« Integraed Devdopmet Team Acguigtion Initiative, Army
« Corporate Contracting, Defense Logigtics Agency

Appendix E provides a more dealled description of these “Bright Spots” Additiondly,
many indudrid companies have embraced leen manufecturing and are now competitive in
world markets

BARRIERS TO PROCESS IMPROVEMENT

Given the documented bendfits why would any organization resst implementing a
leen goproach? The answer is that change is painful. Organizaions resgant to the change
process use many excuses. One common excuse is “We're dreedy doing this” This type
of comment often is made by an organization that has not come to grips with its red
competiive  pogtion. Many large corporations have recaved condderable publicity
recently for not addressing ther deterioraing compeitiveness In some cases, boards of
directors have forced change.

A second common excuse is “Were differet” The U.S. automobile indudry
continued to use this argument long after loss of market to lean producers was gpparent.
This Task Force firmly bdieves that dl enterprises can adopt leen manufacturing.

A long-ganding excuse is to refer to outsde influences as a mgor barier. This
leeds to the thinking thet the entire scope of the change process is “outdde of my contral.”
For example, the outgde influence of the media and its possble mignterpretation can be
usd as an excuse to avoid risk. There can dso be the fear that “somebody in Congress
will investigate if we try.”

“Leadership is too busy.” This dways has been and dways will be an issug, Snce
leedership time is vduable. The quedion is “Where should vduadle time be spent?’ In our
view, the answer goes back to the mod vdudble pat of the enteprissnamdy its
processes. Leadership a the highest levels should be involved with the processes
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Within the ddfense enterpriss reguldions and human resource management
problems are often dted as reasons change cannot be implemented. These are mardy
vaidions of the “outdde of my contra” excuse tha is goplied where implementation of
change requires goprova or legidation. DOD is different to a degree, but for important
maters, the difference is manageeble

The mgor differences between DOD and corporations are identified in FHgure 5. In
DOD, the function of the Chief Executive Officer (CEO) is Split between the Secrdtary of
Defense, White House, and Congress DOD  has a more disuptive annua  budgeting
gydem then indudry. DOD’S CEO dructure places high emphass on sodd objectives
(smdl or minarity busness geogrgphy, ec.), on public trus for funds, and on meda
“overgght” or exploitation. It dso deds with interdiction by individua congressmen on
“minor”  manegaid isues In DOD, there is little reward for risk teking; indeed, the
perception is that risk should be avoided. These differences, however, need not be road-
blocks to leen menufecturing.

-DOD Is Different, But Differences Are Manageable

- Civil Service personnel - Conflicting objectives

- No CEO-like industry - Budget annually vs. plan

- Rotation/replacement of senior execs - Social vs. program efficiency
- No payoff for risk taking - Public trust vs. efficient control
-No “bottom line” - Executive Branch and Congress

- More complex customer
- No competition or threat to survival

- The Big Issues Are Those That Others Have Faced Down

- Excess people - Suspicion of process management
- Excessive regulation - Few risk takers
-Not enough education -Too much financial control

Figure 5: DOD Is Different

For example, one of the key differences between DOD and indudlry is the sat of
condraints imposed by the avil service pasonnd sysem. DOD  has an excess of as much
& 25% in the aress that should be afected by downgzing the acquidtion and force
dructure. This issue nesds to be dedt with in order to have a Sgnificant impact on
reducing the overhead cost burden. The cogt burden not only impects the government
payrall, but hes a subdantid, adverse effect on indudry and the govenment’s cogt of
doing busness with indudry.

1



DOD’s flexibility is limited snce large, rapid workforce reductions would be
politicaly unredigtic; however, this does not mean tha the government should not take the
necessary steps to become lean. A moderate pace of downsizing can be achieved through
atrition, freezes, early outs, and sdected reduction in forces (RIFs), dl which are within
DoD’s authority. Beyond reducing the workforce, the most important goad here is to
reorganize DOD civil sarvice personnd s0 that the concentration is on vaue-added
activities. Flatter organizationa and team dtructures are possible if job descriptions/grade
levels are written based on job content and not on the number of people supervised.

Various DOD organizations have been deding with these issues as they transform
their operations to conform more with the lean manufacturing philosophy. Severd
successful examples exig in Service acquistion commands operating within the current
lawvs and Civil Service regulaions. Those examples need to be understood and shared.
One such example is the Aeronautical Systems Center at Wright-Patterson Air Force Base,
Ohio where they successfully reduced their personnd by approximately 3,000 employees
(I/4 of the totd). These employees were placed on a surplus list and encouraged to move
to another geographic location or retire. The early-out-incentives offered by Congress
added to the success of this downsgzing effort. Undergtanding lean principles made the
people downsizing problem more manageable. Everyone cooperated to minimize the
impact on the misson.

Our recommendation is that an integrated process task team representing the
appropriate stakeholders be formed to examine the personne processes, identify the desired
process, and recommend an gpproach for resolving the issue consigtent with the overdl
vison of the enterprise. In other words, apply the lean manufacturing process focus
gpproach to this issue.

The roadblocks to lean manufacturing identified in Figure 5 are far more cultura
than politicd. All organizations ress culturd change and DOD is no different. This study
has identified the most sgnificant culturd resstances that DOD will face. These resstances
can be faced down, but only if the leadership fully accepts and persondly endorses the new
leen manufacturing gpproach.

OSD has the power to buffer or cushion many of the effects, but must be sengtive
to the transcending priorities that Congress has edtablished for Federa procurement.
Congress mugt be part of the team to address soci-economic issues (such as smal business
and minority set asdes, Davis Bacon Act, etc.) and mechanisms to preserve public trust. A
“shared vison” of change that includes the House Armed Services Committee (HASC), the
Senate Armed Services Committee (SASC), and the White House will greatly help. They
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can sreen disruptions to programs and commands, stop “killing the messengers” and
make it clear that one mistake is not fatd to careers. Using teams with process owners and
leaders that are organized around tasks rather than functions will protect and encourage
DOD employees to take the risks necessary to make changes in the infrastructure.

In the Services, more than a dozen mgor process-focused initiatives are under way.
This dtuation is amilar to corporate experience where process management has generdly
a0 had a bottom-up gart. These initiatives work within current DOD congraints, proving
process focus can be successful within DOD. Building on these Savice initigtives, plus
contractor experience, smplifies DOD’s task. In our judgment, the enterprise is waiting for
senior leadership to endorse and unleash lean manufacturing.

INGREDIENTS FOR CHANGE

For most organizations, radical changes do not take place until leedership and the
entire organization believe a criss exigds. If the entire organization does not bdieve the
crigs is red, then it is the respongbility of the senior leadership to clearly communicate the
ggnificance of the criss and the consequences of not making radical changes. The Task
Force is convinced the criss is redl, as shown in Chapter 2.

The necessary change won't be easy, but it can be redized if the desre is
aufficiently strong and there is a willingness to “stay the course” We understand how and
why things need to change, and the bendfits are clearly worth the efforts. It will take time
and there will be some setbacks, so it will require red, long-term commitment. Since the
change will involve severa thousand people, we need an gpproach that will be effective
throughout the entire Defense Manufacturing Enterprise.

The recommended approach is built on a process focus to achieve continud
improvements, both incrementd and breskthrough. This approach has successfully
brought major change and world-class performance to many U.S. companies and provides
integration across al functions and levels of the enterprise.

Change of this scope should gtart at the top, and top-level DOD support for it should
be strong, sustained, and evident. Involvement of people a dl levels should be red and
proactive. It requires providing education, tools, and credible measures of progress at a
level sufficient to achieve acceptance of individua accountability.

To lead, leadership needs to communicate a vison of where it needs to go. The
Task Force has created a strawman vison (see Chapter 4), but it's only that-a surrogate
for the red vison-which needs to be created by the DOD leadership team. The leadership
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team should aso decide what mechanisms, Strategies, goas, and measures it will adopt to
drive toward the attainment of the vison. Once again we offer an gpproach. What we
cannot do is subgtitute for leadership. That needs to come from the Deputy Secretary of
Defense and the Undersecretary of Defense for Acquisition. They should form with other
key players a leadership team to insert a process focus into the Defense Manufacturing
Enterprise Strategy.

PROCESS FOR CHANGE

Our use of the term “process’ refers to an ordered set of tasks, usudly followed
sequentidly, to accomplish an objective. A process is any activity found anywhere from
the factory floor to the executive suite. The objective of a process is a wide variety of
outputs that are sometimes tangible and sometimes smply statements. The act of becoming
“process focused” means that an organization concentrates its energies toward improving
its processes as a means of improving its products rather than concentrating only on the
product itsdlf.

The processes used by the DOD are just as amenable to process focus as the
industry examples shown in Figure 6, except they extend from the operationd forces to the
DOD leadership.

The critical ement in this process sequence is the understanding that dl processes
flow from the Vison, Strategy, and Implementation process established by the senior
executive and his or her leadership team. For example, the executive vison may be to
automate aircraft factory operations. This would lead to a composte lay-up process and
capitd investments entirdy different from those driven by a vison to reduce cost through
outsourcing to the merchant marketplace.

The fird gep in the lean manufacturing improvement process, as shown in Figure
7, is to identify critical processes and assign ownership. This should be accomplished by
the leadership team of the enterprise. The owner is charged with the responghbility of
continuous improvement of the process by adhering to the following steps.

Ordered Set of Tasks. Define the process steps that are currently being
done.

Education of Users and Participants. Deploy understanding,
knowledge, and commitment to users and participants.

Documented Flow. Define task dructure, interreationships, input and
output criteria.
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Vision,  Strategy, Vision,  Strategy,

Executive and Implementation DOD and Implementation
Suite Pro|cess Leadership Process
A |
|
Design & Acquisition
Development Process
Process
To | To
[
Accounts Receivable Logistics
Process Process
|
\ . Y
Factory Composite Lay-up Operational Training
Floor Process Forces Process

Figure 6: Process: An Ordered Set of Tasks To
Accomplish an Objective

- Metrics and Stretch Goals. Egablish common measurements of success
and clear responghility for achieving them-are we on track?

Elimination of Non-Value-Added Tasks. Answer the question: If your
customer knew you did this, would he or she be willing to pay for it?

Re-engineered Flow. Redefined and redlocated tasks.

By focusng on process improvement, management gans maximum leverage in
implementing change across dl programs and activities. This process improvement flow
has been implemented very successfully across a broad range of enterprises.

Stretch gods are established to produce mgor improvement and to achieve or pace
world-class performance. They differentiate the process-focused gpproach from traditiond
improvement methodology. Stretch gods must chalenge crestivity to meet or beet the best-
inclass benchmarks. They are deiberady set in a manner that precludes atainment by
minor changes and “tweeking.” There are two sats of dretch goals one to monitor
progress on implementation; the other to monitor successful achievement of results
meaningful to the DOD.

A lean manufecturing process improvement approach is essentid. To assure this
approach, the process needs to have a responsible, accountable, and authoritative owner
who has the responghility to continuadly improve that process. Also, the process needs to
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be documented in a flowchart series of activities so that non-vaue-added tasks can be
identified and output metrics can be tracked dong the process flow to enable process
improvement. The process metrics must be output oriented and provide true measures of
success S0 that the process owner can use them for continua improvement.

Executive DOD
Suite Ordered  Set Leadership
of Tasks
A / \ A
Reengineer Education of
eengineered ucation,

Flow Participants
Defined
Ownership
tor
Continuous
Improvement
Elimination  of
Non Value Added Documented
Tasks Flow
\ Metrics & /
Stretch Goals
V /
0 Operational
Eﬂ) r Forces

Figure 7: Lean Manufacturing Process Improvement Flow

Metrics tel how well a process is peforming againg requirements and provide
information on the effectiveness of actions taken to improve process performance. They
need to measure performance of the process, performance of suppliers to the process, and
generate meaningful trend andyses. Edtablishing effective metrics requires a focused
initigtive involving dl of the process dakeholders. This includes the process/subprocess
owners, paticipants, customers, and suppliers. Care should be taken in metric sdlection
because the application of improper metrics can delay process improvement or actualy lead
to actions detrimental to process performance. Frequently, the initid metrics consdered are
not those ultimately proven effective, but their evauation leads to better undergtanding of
the process and points us in the direction of a more effective sdection. For more
information on metrics, see Appendix F.

After the goas to achieve the vison have been sat and while the metrics to measure
progress in achieving goas are being measured, feedback should be continuous. This part
of the implementation involves reviewing metrics identifying process improvements,
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diminating nonvaue-added tasks re-enginesring process flow, and, if necessary, revisng
metrics. This feedback process is continuous and is one of the mgor bendfits of the leen
manufacturing process gpproach. The process should be rdiddle it should be e to be
dependably performed repeatedly by different people over time The purpose behind
documenting the process and usng metrics throughout the process is to continudly
improve the process by diminating non-value-added ativities

A process focus for leen manufacturing can only be achieved through training of the
patidpants S0 tha improvement gods can be interpreted propely and achieved. Lean
manufacturing views dl labor as a competitive wegpon tha needs to be continudly
devedoped to be efectivdy used. Organizations with a process focus see training as an
essentid component to continud  improvement. Education and traning are focused in two
broad categories: leadership and process

Leadership training isingdituted to hep managers undergand the three categories of
changetechnologicd, sodd, and organizationd-and their role as a change agent.

Management training is a continuous process. Problem solving requires problem
recognition and differentiation from symptoms as wel as an undesanding of the factors
thet afect the problem and evduaing them to find a viabdle solution. Traning opportunities
need to be avaldble regulaly to improve these managemant ills

Technology introduction and production realization are vdued attivities of the
organiztion, and the labor force requires the ills to adapt quickly and efficently to these
new regquirements

Evay organizationd tier neads to ligen to its cudomeas underdand their nesds
and requirements, and be respongveproviding a qudity product, on time, and a the right
cod. Every organizationd tier needs to dso underdand it has a supplier. The work force
should be educated a dl levds to optimize the cusomer-supplier interface

The work force should be educated to fadlitate changing the culture to a mode of
continud improvement. Tools for continud change indude busness process managemen,
benchmarking, re-engineering of the process, cycle time reduction, and quality
improvemert.

RISKS AND REWARDS

Implementation of the proposed change will be neither easy nor fagt.  However, the
payoff will be extremdy ggnificant. Based on indudry experience, the Task Force
edimaes that efidency gans in the tens of hillions of dallars annudly are achievable,
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adong with dramatic improvements in the timeto-fidd new wegpons, in the qudity of the
wegpons, and in their peformance. The United States will have a more effective fighting
force-even with the reduced budgets-as measured in terms of readiness, modernization,
ease of operation and maintenance, and date-of-the-art equipment. And there will be a
broader, more responsive, and more competitive defense indudtrid base-largely integrated
with the civilian sector and capable of surges in production (for crisis demands).

However, as has been found in equivdent indudtrid restructuring, there may be a
one-time restructuring cost in resources, leadership energy, and political capitd. But the
effort required to judtify and obtain approva of these expenditures could facilitete change
and pay dgnificant dividends in the future.

A dgnificant portion of the required changes (perhaps up to 75%) can be achieved
within the DOD itsdf, but even these will require consderable Congressiona support. For
the rest, Congress needs to be a dgnificant participant by removing current legidative
barriers.

In addition to economic benefits, there will be many operationd and working
benefits to the edtablishment of a leen manufacturing enterprise. Some of the mogt
sgnificant of these bendfits are as follows.

User/Participant Understanding. People will better undersand their role
in the enterprise and be much more capable of making creative improvements
in their processes s0 as to contribute to the overal performance. Additiondly,
they will fed much better about their jobs since they understand its importance
to the total enterprise.

Compounded Learning. Learning experiences are built upon past learning
experiences. Thus, leaning is accomplisned much more efficently, and a
higher level of understanding is reached more quickly.

Sustained and Stacked Improvements. Improvements made in a
process environment are built upon past improvement, much as learning
improves. The technologicad envelope is pushed higher and faster by
concentrating on a disciplined, ordered process. Changes made to a process
by one team of participants and users can eadly be transferred to other teams
using the same or Smilar processes.

Tuned To Meet Enterprise Goals. In a leen manufacturing environmernt,
al processes fit together and contribute to the enterprise success. Resources
are better used. No process expends resources in directions out of step with
the tota enterprise.

Produces Consistent Results. Well-ordered processes invariably yield
consistent results. The immense value of consistent results can be
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characterized in two ways. Firgt, both suppliers and customers can depend on
consstent processes. They will know what to expect and not have to devote
additiond resources to provide for contingencies. Second, consstent
processes are much easier to improve than random processes.

This is an ambitious and far-reaching initistive. This magnitude of change in
direction and management approach will surely face sgnificant resstance and oppostion in
spite of the high potentid benefits However, there are severd reasons this initiative
should succeed where others have failed:

e There is greater recognition of need in light of the procurement budget criss.
e Process focus now has a documented record of success in industry.

* DoD’s new leadership is focused on improvement and understands the vaue of
a team approach.

e  Pockets of successin DOD provide an opportunity for expansion, rather than a
sark beginning.
+ Congress should respond positively if treated as a customer.

e The recommended gpproach is consstent with the Vice-Presdent’s Nationa
Performance Review

There is a down-side risk, but it can be minimized and it will not jeopardize defense
capability. If this process effort does not achieve desred reaults, it should not have a
detrimental  effect on cod, qudity, time, or technicd function of exiding programs.
Programs will maintain operations for two or three years despite externd activities. Rather,
the falure to achieve desired results will be seen as another “abortive attempt” at change,
and commands that had moved forward in the process change will backpeda. Some
committed commands may continue with reduced vishility.

The mgor loss will be “logt leadership” on the part of management with subsequent
loss of the opportunity to bring about future change. The organization will have a difficult
time accepting new idess from leaders who have to back away from commitments to
change. In addition, there could be lost opportunities for the leadership. After dl,
leadership time could be spent on other activities that could otherwise provide benefits.

These risks can best be minimized by careful sdection of initid programs and
organizations and emphasizing education and communications, especidly with regard to
keeping skeptics involved a the beginning and throughout the process. Organizationd
goproaches include building in organizations that have dready Sated relaed efforts,
building teams successfully down through the hierarchy, and protecting risk takers as much
as possible.
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4. VISON STATEMENT FOR THE FUTURE

Implementing a leen Defense Manufecturing Enterprise Strategy will — require
dgnificant changes within govermment and indudry, changes thet can only be implemented
through leedership. Leadership needs to initialy guide the change process through credtion
of a vison daemet to provide top-levd direction and focus. Then, leadership should
sdect and implemant the draegies gods mechaniams and messures nesded to drive
toward atanment of the vison.

The DSB Task Force has drafted a strawman  vison Satement for DOD  that encom-
pasxs the totd system:

Change the spirit of defense acquisition from one of mistrust and risk
aversion to confidence in the total enterprise and turn from an inward-
looking system to one that fully utilizes the total strength of industry,
where processes are continuously improved to reduce cost and improve
performance so that U.S. Armed Forces are trained, equipped, and
ready to defeat existing or potential threats.

We offer this draft vison datement for discusson, but the find vison should be
developed under the guidance of top DOD leeders the Deputy Secretary of Defense and
Undessaretary of Defense for Acquidtion. They should dign with other key players ad
form a team thet is chatered to insat continud improvement, usng a process focus into
the Defense Manufecturing Enterprise. The team's fird step should be to findize a vison
datement that is endorsed by the Secretary of Defense. Then this team can begin to
implement the other geps in the plan for change, as destribed in the next section.
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5. PLAN FOR CHANGE

To bring aout the necessxry radicd change, the DOD needs to implement the
fundamentdly new menufacturing policies, practices, and procedures depicted in FHgure 8.
In essence, this Task Force has recommended how to m-orient the DOD  acquistion work
force to one more digned with that of a leen Defense Manufacturing Enterprise

Erom- Q
Output Measures -> Processes Improvement
Large Infrastructure -> Variable Cost
Inspections and Audits ->  Management by Metrics
Compete with Suppliers -> Partnerships
Dedicated Resources -> Shared Resources (Commercial, Military)
Risk Aversion -> Exercise Initiative
Serial Stovepipe Design -> Concurrent Engineering (IPPD)
Technology/Products/Performance ->  User Value-Driven/Affordability
Individuals in Stovepipe Structures > Empowered Cross-Functional Teams
General Training ->  Performance-Based Education

Figure 8: Changing the Enterprise Management Attributes

Once the vidon of the Deense Manufecturing Enteprise is eddbdlished, the
Department leadership needs to harness the power of that vison to institutionalize process-
improvement-based reform to DOD  acquigtion as wel as a longterm commitment to and a

plan for this change

THE “HOW TO” RECOMMENDATIONS

To inditutiondize the necessry change to a leen Defense Manufacturing Enterprise,
the leadership should proceed as fallows

1. Create and communicate the vision of the Defense Manufacturing
Enterprise at all levels of the DOD and to Industry. The vison shoud
dign DOD with the leen manufacturing concepts of FHgure 8. Unless this is done,
and ranforced on a frequent bass the power of the vison will be weskened and
perhaps log. This crucid firgt gep, discussad in Section 4, should be done a the
highest echdons of DOD and indudry. Without it, nothing will be accomplished.
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2. Adopt a lean manufacturing process improvement approach within
DOD and with members of the Industrial Base. This will remove the
curent limiting focus on programs and products It will foder a view of
acquigtion activities as bang pat of a process and amendble to sreamlining and
benefidd change. Fgure 7 illudraes a continuous flow for process improvement
in both DOD and indudtry.

3. Create an agent of change to implement the process focus. This Task
Force's recommended organization for the agent of change is shown in FHgure 9.
We recommend the creation of an Acquistion Policy and Indudtrid Base Process
(APIB) Team to be the mgor indrument of the DOD leedership to bring about the
desred changes Its authority will be DOD-wide in dl mates dfeding
acquidtion. It will, moreover, be a guiding agency in maneging the ineviteble
right-9zing of the indugrid base Its chater should be issued by the Deputy
Sacretary of Defense (DepSecDe).

DepSecDet
Adopts the
Concept

Leadership Team

- Establish  Membership

- Verify/Adjust Vision

- Establish Strategy

- Educate

- Establish Team to Execute

Y

Acquisition Policy and Industrial
B Base Process Team

USD(A) Loader _
VCJcs € Sactor
SAEs

Sacrotarial

« Policy: DUSD (AR) . )
Industrial Base: ASD Economic Security

Figure 9: The Agent of Change

Key tenets of this agent-of-change concept are as follows

o The DepSecDd, with the cognizance and advice of congressond, indudrid,
and militay leaders, should egablish an implementing Executive Leedership
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Team. Its chater would be to ensure conddent, effective gpplication of the
change process, working through the APIB.

The APIB Team should indude the USD(A) as leader to represent the entire
Defense Manufecturing Enterprise Strategy; the Joint Chief of Staff (JCS) Vice
Charman to ensure firm ties to the user requirements process, the Savice
Acquidtion Executives (SAES) to trander team actions into Sarvice adtions
and the Principal Deputy Undersecretary of Defense for Acquisition
(PDUSD(A)) to ensure conddet action in dl mgor program adtivities The
SAEs nead to have line authority for the totdity of acquigtion within thar
Savices, induding O&M funds assodated with indudtrid operations The
APIB Team should have aformd charter issued by the DepSecDef  to ensure a
conggent beds for action. A suggested draft charter is shown in Fgure 10.

The APIB Team should be supported by a Secretariat whose composition will
depend upon the aress afected. As a minimum, the Secretariat should include
the Deputy Undersecretary of Defense for Acquistion Reform (DUSD(AR))  to
oversee acquidtion reform issues and the Assdant Secretary of Defense
(ASD) (Economic Security) to oversee indudrid bese issues (public and
private). The USD(A) may dso involve cother daf dements Paticipation of
the Secreariat would drengthen the implementing actions teken by the daff
dements snce they would represent the coordinated podtion of the team.

The DOD should edablish indudry sector groups to ensure meaningful, rapid
progress. Thar task would be to asSg, on an ongoing bads progress
towards the leen DOD Manufacturing Enterprise

- Other process teams would be formed to address the spedific prioritized topics
identified by the APIB Team.

4. Drive change by an over-arching plan and a rational set of priorities.

5.

These priorities, led by the change agent, may originate in the team itsdf or in those
DOD agendes best ade to idetify and implement them under team guidance
Soedific recommendations and desired results are discussed in the next section.

Facilitate the change process by instituting a program of recognition
and reward for the pioneers of change. Rewarding these pionears (ether
individuds or teams) for implementing leen manufectring will send a dear
message to other organizations in the enterprise

Involve other stakeholders, such as the Congress, in formulating
DOD acquisition strategy. This will harmonize the process of right-9zing and
dreamlining.
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Charter: Develop lean manufacturing processes to produce consistent acquisition and

A

industrial base plans and their implementation.
This team shall be known as the Acquisition Policy and Industrial Base Team.
The team shall have the following general responsibilities:
a. Ensure that the vision of the Defense Manufacturing Enterprise is implemented.
b. Develop and promulgate appropriate policies affecting DOD  acquisition activity.

c. Establish mechanisms to ensure that the industrial base (public and private)
remains capable of serving the broad national security needs of the country.

d. Establish metrics to measure progress.

The team shall meet at the discretion of the Undersecretary of Defense for Acquisition or,
where necessary, the Principal Deputy Undersecretary of Defense for Acquisition.

The team shall not be responsible for the normal, day-to-day management activites of DOD
acquisition.

The team shall ensure that DOD-wide education and training of relevant personnel in lean
manufacturing principles are implemented.

In consonance with the principles of para. 2.a., the team shal at a minimum:

a. Establish lean manufacturing principles within DoD and approve their content/
implementation  with  IPPD-like teams, where indicated.

b. Plan and implement the rational sizing of DOD organizations and facilties to remove
barriers to the establishment of a lean manufacturing enterprise (including the
industrial  base).

c. Encourage innovation-in-acquisition throughout DOD to harness the best efforts of all
personnel.

d Ensure that the mechanisms established for industrial base ability retention address, as a
minimum, the following:

« How and when to achieve the right size of residual defense-unique organizations.

. How to encourage dual-use (i.e., commercial-military) industrial manufacturing
capabilites where similar products have similar prices, regardless of the buyer.

. Review and establish minimum defense needs by sector (e.g., tanks, aircraft,
submarines, etc.). Achieve the rational right size of the residual defense industrial
base.

. How to incentivize individuals and organizations to invest in productivity, even as the
defense budget is reduced.

e. Create integrated process teams to address crisis issues for high payoff.

The team shall recognize in its activiies its de facto connections to the Defense Planning and
Resources Board (for overall DOD budget structure) and the Defense Acquisition Board (for *
specific, large programs).

Figure 10: Acquisition Policy and Industrial Base
Process (APIB) Team Charter
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Thee “how to’ recommendations ae Smple and draghtfooward. DOD ad
indudry leeders should execute them with vison and tenecity.

AGENDA FOR CHANGE-THE “WHAT TO DO” RECOMMENDATIONS

It is the Task Force's consenaus thet there are subgtantid cost savings to be found
by immediady implementing the conoepts in ongoing programs. Based on our andyss of
prior dudies and review of the current Stuation, the Task Force compiled the detailed
“what to do” recommendations shown in FHgure 11. The recommendations are mapped
agang the dedred results.

“What To Do” Recommendations
Gov't/Industry Technical Incen- r
Infrastructure _ Process tives

. of S
Basad on reviewof 28 3 §

prior  studies plus task s/ [&) [s &Q
force recommend afions

Desired Results

1. Reduce
Overhead

2. Rational Downgzing

3. Maintain Public Trust
and Confidence

4. Impact Ongoing
Programs

Key: BEHighImpact O = ModerateMedium

Figure 11: Correlation of Prior Study Results to This Report’s Findings
Ongoing programs represent a high-payoff area to be examined because of the amount

of money contained in these programs. It is our bdief that an immediate payback may be
achieved by foocusng on thee programs The folowing suggesions ae goplicable for
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immedate implenentaion of leen manufectwring prindples in ongoing programs.  In
addition, it may be necessary to concentrate on a fadlity rather than a program snce it will
be difficult to ded with a Sngle program in a multi-program fadlity.

Mgor dedred reaults are discussed further in the following section in rdaion to the
goplicable recommendetions from previous dudies Not dl recommenddions ae
discussed-only those conddered to have a near term, “high impact” on the DOD. For a
better understanding of these recommendations and how they were sdected, see Appendix
C.

Reduce Overhead

The overhead associated with the Defense Manufacturing Enterprise Strategy can be
reduced in severd key areas All nonvalue-added functions should be identified and
diminated. Spedific adtions rdaed to redudng overhead (as shown above in Fgure 11)
are discused next.

Government/Industry Infrastructure

Activity Base Costing (ABC)/Process Oriented Contract
Administration System (PROCAS): The DOD should implement ABC to
identify the non-value-added cogts assodated with contractor compliance with
government procurement requirements, the sgnificant contribution to overhead
codts assodated with the tracking of government furnished equipment (GFE),
and the cogt of capedty of the defense indudrid besa ABC is a tool used
extensvdy in the private sctor for answering pedific questions about product
cods for measuring cogt reductions resulting from process improvements, and
for underdanding the profitability and cods of product lines The information
obtained can then be usad to develop drategies to reduce those identified cods
In conjunction with reducing overhead cods PROCAS is a process that
promisss reduced overhead cods to both indudry and government while
increesng manufecturing productivity and product yidd.

Eliminate GFE Tracking: Tracking of GFE should be modified to cover
only assets with a Fair Market Vadue (FMV) over $10,000. All other tracking
should be ddeted and the contractor hed respongble for GFE informetion.
We further recommend thet the FMV of GFE be determined using commercid
principles and contractors be offered the opportunity to buy the assats a that
vdue To the extent contractors are not willing to buy the GFE, the Federd
Acquistion Regulaion (FAR) should be changed o that contractors would
only be charged the commercidly determined Fair Rentd Vdue (FRV) of the
GFE
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Reduce Technical Data Requirements. Hidoricdly, the DOD has
procured the vast mgority of its materids to detailed technicd data packages.
Thee packeges indude military gpedifications and dandads detaled
menufecturing  drawings manufacturing  processes, and  detalled  ingpection
procedures, tet equipmet, and gage desgns The judification for the
detailed, government-controlled technicd data packege has been to asaure the
qudity of the product, to provide configuraion control, to achieve part
dandardizetion, and to support competitive procurement of the item and its
spae pats This “build to print” philosophy reguires a high levd of technicd
and contract adminidrative activity by both the contractor and the governmert;
offers litle opportunity or incentive for the contractor to improve dther the
product or manufecturing process and, therefore, limits cogt reduction
opportunities.  As a result of these traditiona practices the DOD  hes millions
of drawings and spedifications it neads to maintain to support procurement of
end items and spares. These technicd data packages consume many resources
to control and pos enginegring changes and to operate technicd dda
repogtories They ds0 represant obsolete technology in many indances The
DOD should gop buying “build to print” or Levd 3 technicd daa packages,
thus avoiding expending large inhouse resources on thar upkeep. Dealed
product drawings and spedfications should be replaced by the use of
paformance spedfications supplemented by manufacturers  drawings and
spedifications only if needed. Further, only that data needed for competition
should be acquired. In dl cases commercid drawing formats should be usd
and the manufacturer should mantain dl the technicd daa throughout the
contract. Coupled with use of the paformance spedification, the manufacturer
would rean control of the sysem configuration throughout the devedopment
and production of the sygem. The government would only retain contral of
those changes that affect form, fit, function, and interchangeability
requirements of the peformance spedification. Another aspect of contral is for
the government to have the capability to procure spare parts from a sole-source
manufacturer if there were no technicd daa avalladde To enddle this, there
should be a contractud requirement that the manufacturer ddiver a current
drawing packege to the government & its option with the right to procure the
pats in the competitive market, uang the same paformance requirements as
the manufacturer does with subcontractors

Minimize Use of Military Specifications: 1S0 has adopted a qudity
system sies of sandards (the 9000 saries). Cetification to this dandard is
being required by compenies doing busness in the intemaiond community.
DOD adoption of 1S0 9000 to replace the two military specifications, MIL-Q-
9858 and ML-1-45208, will dlow companies producing defense products to
avoid the codly process of having to be catified under two different Sandards
This recommenddion will dso have a high impact on rationd downszng.

29



Technica Process

| ncentives

Adopt “Turnkey” Life Cycle Support: Under “turnkey” procurements,
a gngle contractor is sdected to deveop, produce, and support a product or
gydem from its inception until its retirement from use The “turnkey”  concept
relies on one contractor for the product, its spares, and depot mantenance.
Economies accrue from a more sable business base for the supplying company
and gredly reduce overdght and downdream procurement adtivities for the
DOD. This recommendation will aso have a high impact on rationa
donnszing.

Institute IPPD: IPPD is a management process that integrates dl activities
from product concgat through production and fidd support, usng a multi-

functiond team, to Smultaneoudy optimize the product and its manufecturing
and support procesess to meet cost and peformance objectives IPPD is
widdy used in commerdd industry to reduce cost and devdopment time.  Exit
criteria for development phases indude both product performance and process
maturity (usng metrics such as the process capablity index Cy). The Task
Force endorses the suggestions of the 1992 DSB Sudy on Enginesring in the
Manufecturing Process that cdled for implementation of IPPD in science and
technology (S&T) programs as well as acquisition programs. This

recommendation will dso have a high impect on rationd downszing.

Reward Program Manager Innovation: It isimperdive tha the Program
Manager be given every opportunity to try new and innovaive gpproaches that
may have dgnificant impact on a program. One way to ensure that the
Program Maneger takes advantage of these innovations is to offer some kind of
revad. Thee rewads may vay from specid recognition to monetary
compensation.

Educate and Train: The change to a leen Defense Manufacturing Enterprise
should be accompanied and fadlitated by a vigorous program of education and
traning. Parsonnd & dl levdsin DOD and indudry need to be equipped with
the concepts and tools necessary for running a leen manufacturing operdtion.
Education and training mugt begin a the top and extend to the entire Defense
community.

Establish Pilot Programs (Acquisition Reform): The process
improvement focus as described earlier gpplies to dl processes extending from
the operdtiond forces through DOD leedarship. Teking advantage of this
fedture provides the opportunity to edtablish “readiness’ as a place to dat
within the sydem to implement the mehodology and gan indepth
underganding of the maegnitude of the bendfits achieved. Other initiatives
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within the enterprise can be sarted in pardld with the top leve action under the
direct leadership of the DepSecDef. Our recommendations presented thus far
center upon developing a DOD vidon with gods the esablishment of
integrated process teams, and the deployment of the process improvement
gpproach. It is recommended that this methodology be applied directly to the
issue of readiness and other issues within the enterprise,

Rddive to this specific initiative, it is suggested that the Joint Logigtics
Commanders (JLC) be tasked to implement a program focused on the overal
gpares procurement and deployment activity. The process should dart by
identifying initid and sustainment spares and extend through the procurement
task, supply to operationa units, repair, and industria base considerations.
The program should identify the process owner, produce a detailed process
map, identify barriers to achieve the god, develop a lean process map based on
the removal of non-vaue-added tasks and process streamlining, identify
metrics, and findly, measure the magnitude of benefits derived from the
process improvement focus. Interim and find results should be provided as
feedback to DepSecDef and the APIB Process Team.

It should be emphasized that this spares program does not take the place of
DOD leadership introducing the process focus to the entire DOD enterprise.
However, it does provide a means to quickly implement this gpproach within
the enterprise.

Metrics

The use of process metrics in lieu of product inspections can improve product
qudity and performance while reducing oversight costs. At this time, the Task Force can
only survey the utility of metrics and dretch gods and suggest candidate metrics in the
evauaion of the inditutiondization of the Defense Manufacturing Enterprise Strategy. Bt
this is done very deiberady, snce many organizations in both the public and private
sectors have used metrics and dretch goals to effectively improve their processes and
products. The DSB is prepared to support DOD in the establishment of metrics and Stretch
gods, and even to help in monitoring them to the degree desired.

Metrics, when properly set, define how well a process is peforming aganst
requirements and provide information on the effectiveness of actions taken to improve the
process peformance. They should be sufficient to understand the performance of the
process, the performance of suppliers to the process, and to generate meaningful trend
anayses.

Recommended candidate metrics for initial consderation by DOD are shown below.
Candidate metrics to monitor progress on implementation are:
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Overhead cogt as a percentage of budget

Commercd content

Number of people traned in leen manufacturing

Number of re-negotiated ongoing programs and money saved

Candidate metrics to monitor the hedth of the Enterprise are:
Net assessment (force readiness)
Reediness (misson capable rate and training tempo)
Modernization rate percentage
Indudrid base capedity utilization
Cudomea satidaction (Congress) through surveys and meding  cusomer
commitments
Wegpon sysem cost and performance trends

Rational Downsizing

The DOD should edablish a rationd process, induding metrics and dretch gods,
for downdzing the public sector of the defense community (induding depots arsends,
laboratories, federdly funded resserch and devdopment centers (FFRDCs), €tc). The
process should indude sponsorship of a commisson dmilar to the Bae Closure
Commisson. Overdl guidance to the commisson should be to use the privae sector
wherever possble It is further recommended that a podtion be established a no less than
the Deputy USD(A) levd which hes the authority and responghility for recommending
dautory and regulaory changes edabdlishing and ovessdng the downdzing process
(induding metrics), and executing line responghility for the education and training process

The DOD neads to podure its acquidtion program and process to fadlitate a rationd
downgzing of the defense indudrid supplier bese The fird dep is to identify the
minimumgzed indudrid bese required to iy unigue DOD requirements (tanks
submarines, ec). Next, DOD should pemit the use of dud use or commercd
components, parts, and processes to the greatest extent possble, and to purchase these
items udng bet commedd practices Hndly, DOD should edablish an aoguigtion
environment where acquigtion organizations and offidas are encouraged, recognized, and
rewarded for adopting innoveive acquigtion prectices a all levds of the acquigtion
process.

32



Technicd Process

o

Develop Technology for Flexible Dual Use Manufacturing: As the
DOD downszing progresses, both the number of wegpon sysems and the
quantities purchesed of these sysems will be reduced. Higoricdly, as amdler
quantities are purchased, unit cods go up dramdicaly. Anticipaied resources
will nat dlow this higoricd volume to unit cogt rdaionship to reman the
same. The DOD has the opportunity to learn from commercid indudry success
in redudng unit cogs with gmdler producion lot szes Through the
devdopment and inddlation of flexible production technology, processes and
cgpitd equipment can be usad and thus amortized over a number of products,
resulting in unit cogts being controlled as production volumes are reduced.
DOD should etablish an adequate budget for the devdopment of flexible
production technology for gpplication in active and antidpatied acquidtion
prograns. This program should adso extend eforts to monitor commerad
developments in this area for defense adoption of dud use technology.

Maintain Public Trust and Confidence

Public trust and confidence in the DOD can be improved through the use of tools
that are dready practiced in the commerdd marketplace A few of the tools avaldble to
DOD and dready used in the commercid marketplace to ensure the protection are listed
bdow. Mog of these todls are induded in the recent DSB report on Acquistion Reform.

Rdy on competitive pridng where posshble

For sole source suppliers, dress continued vaue improvements (with sample
audits versus continud  audits).

Redy on supplier metrics of processes and cogt improvement trends,
Enlig “Qudity Assurance’ accounting firms to conduct audits

Expand application process of metric sampling to replace item
ingpection/continuous audit gpproach.

Utilize pagt performance for future awvards

Government/Industry Infrastructure

Privatize Defense Contract Auditing: A means of auditing defense
contractors other then by the Defense Contract Audit Agency (DCAA)  should
be explored. We recommend an experiment under which one or more defense
contractors would be audited by the independent public accounting firm thet
performs the audit function for the firm's Securities and Exchange
Commisson reports.  If this expeiment were to be undertaken, we
recommend that it be dosdy monitored by the Generd Accounting Office
(GAO). If the evdudion proved successful, contractors could then be given
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the option of deding with the Big Sx firm or DCAA. The government's
interests would be protected by maintaining vishility and accountability. Costs
would be controlled by competing the business.

« Change Acquisition Law: It is recommended that the DOD Defense
Manufacturing Enterprise Strategy emphasize the recommendations found in
the DSB Acquisition Reform reportl We suggest that a multi-function team be
formed to review these recommendations and propose changes to the
acquigtion laws. A dradtic reduction in overhead costs is needed and the
oversght function found in these laws is a mgor driver in increased cods to
both DOD and indudtry). The team should include the primary stakeholders
with this accountability, for example, Defense Contract Management
Command (DCMC), DCAA, Director, Defense Procurements (DDP), OSD
Inspector Generd (1G), GAO, etc., with industry in a consulting capacity.

1 Report of the Defense Science Board Task Force on Defense Acquisition Reform, Rohert J. Hermann
Chairman, July 1993
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THE UNDER SECRETARY OF DEFENSE
WASHINGTON, DC 20301

APR 22 1993

ACQUISITION
MEMORANDUM FCR CHAI RVAN  DEFENSE SCI ENCE BOARD

SUBJECT: Ternms of Reference - Defense Sci ence Board Task For ce
on Defense Mnufacturing Strategy

You are requested to form a Defense Science Board (DSB) Task
Force to address the Defense Manufacturing Strategy for the 1990s
and into the next century. This is a critical issue for the pop
since the appropriate use of science and technol ogy to achieve
U S industrial conpetitiveness nay be t he singl e nost i nportant
contri bution science and t echnol ogy can nmake to U S. security
over thelongterm The study shoul d be a synt hesi s and
extension of the work acconplished fromthe Packard Comm ssion
through the DSB 1991 and 1992 Summer Studies on manufacturing.

The study shoul d focus primarily on creati n% a manuf acturing
strategy within a Defense Department's new | ean acquisition

policy that is in cancer: wth comercial industry. This wll
allow the defense industry to become world-class providers

serving the Department of Defense and to be conpetitive in the
comrercial market pl ace.

This task force shall build upon the existing studies to
create lean acquisition processes tfor the DD and |ean

manuf act uri ng processesfor I ndustry. The task force shall

exam ne commerci al production processes and methods as a baseline
to recomrend DD acqui sition policies and defense industry
manufacturing processes. This wll help defense industry to
become world-class providers serving the Departnent of Defense
and to be conpetitive in the comrercial marketplace.

This task force shall (1) identify those governnent
acquisition policies that inpede lean manufacturing, (2) nake
recomrendations to streantine or change appropriate DOD policies
t o enhance wor | d- cl ass producti on, ang (3) identifylean
manuf act uri ng met hods that can be utilized by defense contractors
for affordable low rate production

Technol ogy-rich weapons systens of the future will be
procured in relatively small quantities and at relatively | ow

rates. Therefore, this task force shall also address the
efficient manufacture and support of weaponsas so called "silver
bullet fleets." The task force should address |ean nanufacturing

nmodels to be inplenmented above and on the manufacturing floor.
In  particular, the study should exam ne how the DO can break
traditional cost and volume relationships and recomend how unit
costs can be contained despite the anticipated drop in the
procurement quantities of the future.
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The task force shall review current DOD manuf acturi ng
activities including the DDR&E Sci ence and Technol ogy Thrust
Seven, "Technplog\t/)S or Affordability,"” for adequacy and
consi stency with B recomendati ons. Once a strategy is
establ i shed, the task force shall reconmmend pil ot project
experinments for ARPA and each Service, as well as experinents
that. can be undertaken jointly across the DOD, that w | heIP to
denonstrate the value of a DOD | ean acquisition plan which will
feature the new | ean manufacturing strategy for the DOD. These
experiments may include advanced technol ogy denonstrations (ATDs)
or a group of ATDs that could potentially lead to a nore
inclusive top | evel denonstration.

A particular effort of this study shall be to recomend how
t he can |l everage its resources as ﬂart of the manufacturing
strategy by cooperative activities such as the "Defense
Conversi on Technol ogy Reinvestnment Project” wth other
organi zations. Again, specifi fic cooperative prograns and research
projects shall he suggest ed.

Wthin the currentlydefined acquisition phases, the task

force shall build uponthe recommendations of integrated
prduct/ process devel opnment and astablish guidelines for entrance
and exit criteria at each m | estone of weapon system devel opnent.

The study will also devel op specific: recommendations in the
areas of training and education on how t he Departnent shoul d
proceed to reorient, the Defense Acquisition rkforce to these
fundanmental | y new manufacturing policies, practices and
pr ocedur es.

The study will be sponsored by the Under Secretary of
Def ense (Acquisition).M. Edw n L/Bjggers and M. Gordon R
Engl and wi Il serve as Co-Chairnmen. ARPA will provide the

necessary fundi ng and_supgort contractor arrangenents. The
Executive Secretary will be Dr. Mchael McGath, and M. John V.

Ello will be the DSB Secretariat representative. It is not

anticipated that this study will need to go into any "particul ar
matters"” within the neaning of Section 208 of Title 18, U. S

code, nor wll it cause any menber to be placed in the position
of acting as a procurenent official.

(z\/A\ -//(J2m\5£%§gl
™~ John ¥. Deutch
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APPENDIX C
SYNTHESIS OF RECOMMENDATIONS

The Task Force's focus in this portion of the sudy was to define a st of “whet to
do” recommendations. Figure C-l depicts the process used to determine the key
recommendations The andlyds begen by examining previous dudies on the topic. It dso
generated many of its own recommendations This was done through a saries of round
tables hdd during scheduled medtings

Recommendations on
Lean Acquisition & Manufacturing
-Published studies

* DSB tindings

Determine those recommendations
that offer specific actions (22)

Analytic

Actlvi
ry Define a small set

of implementable solutions (16)

Determine key final

“What To Do” recommendations (7)
- Link "what to do" initiative. DSB hriafing to
ith 'how to do" recommandations DoD leadership
Rerate and narrow

# of recommendations

Iterate and narrow

DSB Task Force # off recommendations

on Lean Enterprise
Generate and debate
emerging findings

Examine existing studies
Discuss findings

Define panel procedures

Figure C-I: The Process Used To Determine the
Key “What To Do” Recommendations

A number of dudies on acquidtion reform encompess leen manufecturing issues.
Roughly 31 gudies were examined, beginning with the Hoover Commisson in 1947 and
conduding with the recent DSB qudy on acquistion reform entitted Defense Acquisition
Reform (Jduly 1993). Mogt of these dudies assarted that there was a drong linkage
between leen acquistion and leen manufacturing reform. One of the earlies dudies
concluded that acquisition reform had to include manufacturing issues. One
recommendation that permested dl the andyses was tha DOD should adopt “best
commercid practices” The Task Force dso generated severad recommendations of its
own. These range from dtearaions to the acquistion process to gpecific recommendations
on leen menufecturing: the empowermet of the work force, education of the totd
workforce, induding management, and examingiion of codt isues.
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Approximatdy 105 recommendetions were identified. These were ather garnered
from previous sudies or deveoped by the DB Task Force Appendix D ligs dl the
recommendations (including those of this Task Force) and their source. The
recommendaions cover a wide range from organizationd and policy recommendaions,
such as the SecDef  edablishing an adminidration postion to oversse indudrid and
technology base capabilities, to empowering the DOD  workforce to change the process.

The Task Force conduded that many of the recommendations could be subsumed
under other highlevd ones To obtain a smdler set of recommendations, they used a
Delphi technique (Figure C-2).1 The Task Force viewed itsdf as a pand of experts and
evduated the 105 recommendations. Steps 1 through 4 show how the Ddphi process was
used. The smdle st of recommendations (Fgure C-2, Step 4) was obtaned by
evauding the totd st of recommendations in order to diminate redundancies and ensure
tha maty recommenddions were subsumed. This iteraive process resulted in 41
recommendations (see Fgure C-3).

Many of the 41 recommendaions, however, lacked spedficty in how they might
be implemented. Since the charter of the DSB Task Force was to provide a managegble list
(6 to 10) of “wha to do” or implementable recommendations to the DOD leedership,
another assessmat of the recommendations was necessary. Next, the recommendations
were evduaed in such a way 0 tha the mog important onesthose that could generate
near- or mickterm improvements to dreamlining DOD  acquistion and manufacturing-
could be identified.

The Task Force iteratively evauaed each of the recommendations in terms of how
spedific they were in identifying some immediate actions that could be taken in the aress of
leen acquigtion and manufacturing (Fgure C-2, Step 5). The discussions were influenced
by individud viewpoints concaning the impact the vaious intigives would have on
exiging DOD processes and the organizationd dructure. The iterative discusson produced
21 recommendations or suggestions. These recommendaions are shown on Fgure C-4.
This lig, however, contained severd initidives that were too broad or merdy daed wha
would be accomplished if cartain recommendations were adopted. For example, we found
this to be true with the recommendations of “develop avison” and “DOD should adopt best

1 The Delphi technique is a process by which a panel of experts agree to a framework for analysis based on
a set of criteria. Through each phase of the discussions, the panel utilized the criteria or define a new set
of criteriain order to reach conclusions or recommendations on an issue. The Delphi technique is used
most often in analysesthat require qualitativeinputsand wherethere isa dearth of quantitative inputs.
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busness practices” The team determined that there were 16 key recommendations thet
contained spedific actions

step 4

Delphi Recommendations/
Initiatives to Determine
A Smaller set (44)

stop 1

Step 5
( Delphi Smaller Set
to Determine Key
‘What To Do”
Recommendations/
Initiatives (16)

Step 6 t

F

Complle Initial List
Recommendations/
Inttiatives (105)

Order Key Recommendations/

Initiatives In High-Impact Categories:
Government/Industry Infrastructure,
Technical Process, Incentives, Other

| (19)
Stop 7 c
“Delphi” Key Recommedations/

Initiatives To Define High-leverage
‘What To Do Now” set (7)

Figure C-2: The Delphi Technique Used By the DSB

1. Support IPPDs and dual-use manufacturing.
2. Educate and train the workforce.

3. Reduce the barrier to manufacturing efficiency by military specifications,
procurement regulations, and cost accounting standards.

4. Utilize the best commercial practices in manufacturing.

5. Reward workforce innovation.

6. Perform a sector analysis for industriil base/DOD analysis.

7. Develop an integrated industrial base policy.

a.  Establish centers of excellence for semi-conductor science and engineering.

Use commercial components, where appropriate, in military hardware.
10. Implement the intent of Goldwater-Nichols.
11. Utilize  simulation.

Figure C-3: Key Recommendations Culled from Initial List
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20.

12.

13.

14.

15.
16.
17.
18.
19.

21.
22.
23.
24.
25.
26.
27.
28.
29.
30.
31.
32.
33.
34.
35.
36.
37.

38.
39.

40.

41.

Communicate the priirity of technology and competitiveness to the Ameriin
public.

Adopt a procurement strategy that places a high priirii on efficiency, system
effectiveness, and industrial  responsiveness.

Conduct activity-based studies on engineering workforce to assess impact on DOD
acquisition requirements.

Adopt concurrent engineering.

Reward program manager innovation.

Develop an implementation plan with metriis.

Encourage the tradeoffs among all DOD resource categories.
Reduce government infrastructure.

Reduce industry infrastructure.

Create an acquisition board to integrate various policy positions.
Develop a system acquisition plan before system start.
Eliminate GFE tracking.

Adopt a no-flow down policy.

Establish turnkey life cycle support.

Provide contractor incentives.

Examine the role of foreign military sales (FMS).

Streamline technical data process.

Develop a standard oversight process with metrics.

Develop R&D for on-going lean enterprises.

Develop the catalogue order concept.

Define a vision for lean acquisition and manufacturing.
Encourage lean manufacturing principles be adopted in the provide sector.
Review on-going contracts for lean manufacturing attributes.
Reduce industry infrastructure.

Implement  pilot  programs.

Change the requirements process to include a "needs" document that includes
commercialization tradeoffs and selected contractor inputs.

Establish  short, unambiguous lines of authority.

Give a high priorii to building and testing prototype systems and subsystems
before proceeding with full-scale development.

Rely on operational testing to begin early in advanced development and continue
through  full-scale development, using prototype hardware.

Institutionalize baselining for major weapon systems at the initiation of full-scale
engineering development.

Figure C-3: Key Recommendations Culled from Initial List (Continued)
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1. Provide a vision for lean acquisition and manufacturing.

2. Require implementation plan (with metrics) with all system acquisition
programs.

3. Convert existing programs to lean manufacturing.
. Reduce government infrastructure.
Create an acquisiton  board.

4
5
6. Require a complete acquision plan with all new program starts.
7. Reward program manager innovation.

8. Review all DOD industrial base sectors.

9. Elimnate GFE tracking.

10. Eliminate flow-downs.

11. Establish “turnkey” programs.

12. Provide contractor incentives.

13.  Examine foreign military sales to access industrial base implications.
14.  Streamline technical data process.

15. Define a streamline process and metrics for oversight.

16. Review all R&D for on-going lean enterprises.

17. Develop R&D “order” book.

18. Produce on-going contractor  restricting.

19. Implement best business practices in DOD.

20. Reward lean-manufacturing activities in the private sector.

21. Adopt non-value-added cost model.

Figure C-4: Assessment of 21 Recommendations

The remaning recommenddions were then evduaed agand a st of criteria
Hgure C-S shows the evdudion. The criteria was defined by what could lead to change
and is “do-able” Three mgor criteria were developed: (1) efficient process, (2) effective
result, and (3) implementable Under each evduation criterion, subcriteria were defined.
Under efficient process the subcriteria were cut cods, sreamline the workforce, diminate
unnecessaty layering, define dear lines of authority, and provide gability. The subcriteria
could be read as “if this recommendation were adopted, would the actions result in cutting
cods, sreamlining the workforce, ec.?

The second category wes effective result. This means that “if this recommendation
were adopted, would it result in greder effectiveness?” The subcriteria in this category
were upport for the current adminidration’s vison of redudng government ingffidendes,
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support for DOD'S gods of redudng infresructure and dreamlining the department’s

management functions the sronger linkage of budget gods to programs and findly, the
cgpability of the recommendation to be sugtainable over time, or to be inditutionalized.

The find evduation criterion was implementable. This portion of the andyss was
to define a st of implementable or “what to do” recommendations  Subcriteria induded
such issues as organizationd digruption, acoeptability of change to the DOD culture, the
political acogptability of a particular recommendaion, and fmadly, timdiness By timdiness
we mean “should the recommendation be implemented (1) now, (2) in the near-term (3-5
years), or (3) in the long term (beyond 5 years)?

To evdude the criteria agang the recommendations a weghting scheme was
devised: (1) highfeasy, (2) moderae/medium, or (3) low/hard. “N/A” meant “not
goplicable” For indance, a ranking of one (1) meant that the recommendation had a high
vaue agang a goedfic criterion or was easy to implement.

The horizontd axis of FHgure C-5 shows the recommendations Even though our
inid auling yidded 44 recommendations upon dosr examindion sved wee
diminaied because of duplication or because they could be subsumed under a broader
‘what to do’ recommendaion. This was the case with severd of the recommendations on
infragructure and acquistion planning.

The remaining recommendations were assessad with severd quedions in mind:

(1) Could a definitive st of the mogt important “what to do” recommendations be
velted from remaining s&?

(2) Does the definitive st identify the initidives that would provide near-to-mid
improvements?

3) How might the recommendations provide a crosswak between leen acquidtion
and leen manufecturing?

This phese of the evauation was sheped by a st of criteria desgned to drive out the
hightleverage, “do-abl€’ recommendaions. These criteria are referred to as focus areas.
The focus aess wee dravn from current publications on dreamlining  government
bureaucracies and processes. David Osborne and Ted Gaebler’ s Reinventing Gover nment
(1992); James P. Womack, Daniel T. Jones and Danid Roos, The Machine That Changed
to World (1990); and Michaed Hammer and James Champy, Reengineering The
Corporation (1993). For indance dl the sudies argued that the public needed to trust and
have confidence in the government. This could be achieved in various ways:
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greamlining, cost savings, ec. The focused areas dso met DOD and administration
guiddines for current Nationd Performance Review (NPR) gods.

The four focus aress are as follows:

(1)

(2)

Reduce Overhead: The diminaion of redundant or non-essentid functions
is essentid to the creation of lean enterprises. The costs and bureaucratic
gpparatus associated with supporting non-essential functions places a heavy
“drag factor” on organizations and, in particular, DOD.

Rational Downsizing: Frequently when dtreamlining, organizations tend to
downsize according to seniority. Our concept, and one that is consstent with
the adminigration, is that the roles and functions of personne need to be
examined agang experience. An organization needs to have a vison of how it
is to dreamline and what mix of personnd and sKkills is needed in order to
achieve the desired gods.

(3) Maintain Public Trust and Confidence: In the area of government this is

(4)

one of the mogt dgnificant issues. The public needs to beieve that its
government (and the organizations that make up government) are performing to
an acceptable standard. This includes both how it operates and the products
that it ddivers

Impact Ongoing Programs: Important to any implementation of
recommendations is how they can affect acquidtion programs currently
underway in DOD. This is particularly important since there are few new
system starts scheduled for DOD. Thus, if cost savings are to be gained from
reform, they must be achieved through implementing cogt-effective changes to
current programs.

The Delphi technique again was used to ferret out the high-leverage
recommendations from the remaining set (see Figure C-6). Figure C-l, Step 5 shows the

process as it was gpplied to the remaining initiatives. The remaining recommendations were
grouped according to four mgor categories: Government/Industry Infrastructure, Technical
Process, Incentives, and Other. The categories enabled the Task Force to link the specific

recommendations to high impact. Although most of the key recommendetions fit under the
first three categories, some had no direct applicability to the categories but were judged to

have such a high-vaue impact that they were included under a category heading entitled
Other. There were three that fdl into this category: educate and train the acquistion
workforce, review indudtria sectors, and identify key pilot programs where acquisition and
management reforms can be applied.
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“What To Do” Recommendations

Based on reviewof 28
prior dudies plus task
forcerecommendagons

Desired Results

1. Reduce
Overhead

2. Rational Downsizing

3. Maintain Public Trust
and  Confidence

4. Impact Ongoing

Key: . M=Highimpact @ = Modexate/Medium

Figure C-6: Weighting of Major Recommendations

The recommendations were then evaduaed by the Task Force agang the cariteria
This find phase of the andyds sought to weaght the recommendetions in terms of vdue 0
that the key 6 to 10 recommendatiions could be fareed out. Figure C-6 shows the
analysis. A weighting schema was devised: (@) for high impact, (O) for
moderate/medium, and blank, indicating thet no vaue has been atached to this suggestion.
Some comment is necessary concarning the rankings

We conduded that a well-educated acquidtion workforce could leed to sreamlining
and reduction of overhead; however, it might not contribute immediady to a rationd
downgzing of the DOD infragtructure or to the devdopment and maintenance of the public
trus and confidence. A reduction of overhead accompanied by a rationd downszing plan,
however, would contribute to the reduction of the government infragtructure (as indicated
by the high impact symbals). The recommendations dso dudered aound the fird two
criteria (1) the reduction in overhead, and (2) the rationd downsizing of the infrastructure.
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The Ddphi team fdt tha in a few aess the public trust could be immediady rassd and
ongoing programs would be immediady afected. The “dudeing effet” provided a time
dimendon to how one might think change is effected, and processes are dfected. For
ingance, such vishle changes as contract restructuring would dmos immediatdy increese
public trus (a leest in those manufecturing sectors afected by the restructuring), and it

would immediatdy affect ongoing programs Based on this andyss seven highHeverage
“what to do” recommendations were identified:

(1) Educate and train the acquistion workforce.

(2) Reorient DOD to adtivity-based coding.

(3) Reduce government infradtructure.

(4) Adopt “turnkey” life cyde support.

(5 Contract redtructuring.

(6) Minimize use of military spedfications

(7) Indtitute IPPD.

This process could be adopted by DOD as a way to evduae how the various

members of the workforce view wha changes should occur in DOD.  Such a process
would ensure widespread participation among dl levds of the leedership and workforce
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RECOMMENDATIONS FROM PRIOR STUDIES
|. DEFENSE SCIENCE BOARD STUDIES
A. 1993-Defense  Manufacturing Strategy
1. Government/Indudry Infrastructure  Recommendations

a) Introduce the concept and practice of Activity Based Coding to identify
nonvaue-added activities that are impediments to the implementation of lean
manufecturing.

b) Reduce technicd data requirements by making use of peformance
spedifications rather then “build to print.” Permit manufecturers to retain
configuration contral while the government retains contral of form, fit,
function, and interchangechility.

€) Minimize use of military spedifications by, for example, adopting indead the
Internationd  Organization for Standardization (ISO) qudity sysem standards,
the 1S0 9000 series.

d) Privatize defense contract auditing by permitting audit to be done through
commerdd accounting firms. This nesd nat sacrifice any vighility or
accountahility and would dlow cods to be controlled by competition for the
busness

€) Eliminae the tracking of government-furnished equipment (GFE) having a red
resdud far market vdue (FMV) less than $10,000. Permit contractors to buy
asets a FMV andlor rent it a ared, commercidly determined fair renta
vaue

f) Sponsor the credtion of a commisson dmilar to the Base Closure Commisson
to address and downsze the public sector of the defense community (depots,
asends, laboraories, Federdly Funded Research and Devdopment Centers
(FFRDCs), €c). The ovedl guidance to the commisson should be to utilize
the private sector wherever posshle.

g) Edablish metrics and dretch gods to simulate and measure progress toward
the vidon. At the top levd, these might indude raio of DOD/industry
personnd in the Defense Manufacturing Enterprise, percentage of defense
products manufactured on commerdd (dud use) lines, and number of

renegotiated contracts and dollars saved.

h) Maintain the trust of the public by rdying on compstitive pricing where
posshle utilizing pest excdlent performance as a bags for future awvards, and
ensuring qudity of the enterprise by having accounting firms conduct audits
Form ateam of sakeholders from DOD, Congress, OMB, and indudtry to
overse the lean Defense Manufecturing Enterprise as it evolves
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2. Technicd Process Recommendations

a) Adopt “turnkey” life cyde support where a angle contractor develops,
produces, and supports a product or system from its inogption until retirement.
b) Adopt integrated product and process development (JPPD) as a managament
process to fadilitate enterprise-wide coordination of al aspects of DOD adtivity,
induding the change to a leen Defense Manufacturing Enterprise
0 Invegt in technology for flexible dud-use manufecturing to enable defense
products to be made on commerdd product lines (and vice versa) with no
difference in unit cogt. The current Science and Technology (S&T) Strategy
for Thrust 7 (Technology for Affordability) work should be harnessed to sarve
this end.
3. Recommendations Relaed to Incentives
a Introduce a saries of awards for individuds and organizations to recognize
contributions towards achieving the leen Defense Manufacturing Enterprise
Thee awards should be wel publicized, subgtantid, highly regarded, and
farly applied.
b) Devise incentives for contractors to participate enthusadicdly in the search for
effidendes and savings in ongoing programs and in new procurements
4. Other Recommendations
a) Apply the concepts of the leen Defense Manufacturing Enterprise to a pilot
program in the area of readiness and spares. Usng as many of the detalled
recommendations as possible, task the Joint Logigtics Command (JLC) to
implement a program to enhance the efficiency of the overdl spares
procurement and deployment activity. This program does not teke the place of
the overd| program; however, it does provide a means to quickly implement
this gpproach within the enterprise
b) Education and training in leen manufacturing will be necessary for the entire
defense establishment (public and private).
B. 1993-Acquisition Reform
1. Broaden the procurement of commercid products.
a) Effectivdy implement and enforce the use of DFARS 211 which rdaxes the
requirement for cogt or pricing data and technicd data rights
b) Implement the Section 800 pand recommendations by regulaion wherever
possble
¢) Support the rdated legidative proposds of the Section 800 pand.
d) Subditute commerdd item descriptions for milgpecs in every procurement of a
commerdd item. The use of a DOD spedification or process gandard should
be prohibited unless it is the only practicd dtemndive
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2. Increese the use of amplified procurement procedures by support the legidaive
proposal of the Section 800 pand to raise the threshold to $100,000.
3. Reduce rdliance on cost or pricing data
a Eliminate cogt or pricing data when there is adequate price competition or
where far and reasonable price can be established through “other means”
eg., independent price andyds (via market research).
b) Support the Section 800 pand’s recommendation that the definition of
adequeate price competition be expanded and adopt this definition in the
DFARS,
¢) Support the Section 800 pand’s recommendation to make permaneant the
current $500,000 threshold for submission of cost or pricing deta
4. Sdect some indudrid sectors which are dominated by the commercid market but
are ds0 important to defense, and acquire sysems and savices in those sectors
with commerdd practices.
5. Sdect two mgor Unified Commeands and increase thar military sysems
cgpabilities for technology insation and requirements definition.
6. Prepare the fird of a saries of Annud Flans for “commercdization” thet lays out in
detall gods, action geps, time schedules, and respongble parties
7. Eqablish a danding outdde Review Group
8. Edablish a comprehensve education, training, communications, and outreech
program for government, indudtry, and the public.
C. 1992-Engineering in the Manufacturing Process
1. DepSecDef aticulate the DOD  menufacturing philasophy.
2. DepSecDef designate a champion for integrated product and process and for
Dud-Use-Mfg responsble for:
a Working with USD(A) and SAEs to implement the philasophy.
b) Education/Training-e.g., DSVICICAF Curricula
©) Indituting metrics (eg., C,) and incentives to drive change.
3. UD(A) modify post-Milestone | development process to teke advantege of S&T
reduction in risk.
USD(A) incorporate IPP in post-Milestone | phases (process maturity metric).
. USD(A) incentivize industry use of IPP but avoid IPP how-to specs.
. DDR&E implement IPP and exit ariteriain ATDs.
DDR&E accderate cgpdblities for early leaning through modding and smulation.
DDR&E maximize drav on modem commerdd capabilities
DDR&E  conduct recommended experiments (on new or modified ATDs) to be a
cadys for change
10. Continue joint planning with P&L and Sarvice Acquistion Executives to maximize
IPP continuity.

© o~ U A
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D. 1992-Simulation, Readiness, and Prototyping
1. The DDR&E and T&E communities and the Services should:

2.

d Edablish and enforce dandards and protocals to facilitate the interoperability
and reusshility of ADS todls and technologies in training and meterid
devel opment.
b) Incorporate sandards and protocols into dl devdlopments and procurements
which contribute to enhancing the ADS environment and its use
©) Fully intemet training ranges, ted fadlities, laboraories, sarvice schoals, and
indudry, and make them DIS compatible
The CICS and DDR&E should esblish a condantly avalable ADS joint warfare
environment and build on exiging technology.

3. The DDR&E, the T& E community, and the Services, should carry out a series of

expaiments and demondrations usng the ADS environment to:
a Refine military hardware concepts and requirements
b) Explore opportunities to shorten devdopment time

4. DDR&E dhould give priority to inveding in ADS tools and technologies
5. The DepSecDef  should:

a Direct procurement of ADS technologies in a modular/evolving process which
cosdy couples users and developers and exempts ADS from the 5000.1
process.

b) Sdext and execute sverd acquistion programs which will employ an ADS
environment for al geps from conoept for fidding to build confidence in
modification of 5000.1, to indude fast track and sep kipping measures.

E. 1991-Weapon Development and Production Technology

1.

USD(A) bdance production process with product technology R&D investment by
establishing a production process R&D plan (DDR&E), and increesing emphes's
on the ManTech program.

USD(A) dedgnate lead-theflest programs to effect integration of on-time critica
detaled planning for the entire program life cyde, from requirements through the
end of the sygem’s svice

USD(A) reduce the bariers to manufacturing efficdency caused by “how-to”
specifications, procurement regulations, and cost accounting andards.

USD(A) conduct indudrid bese dudies for individud defense sectors and
incorporate results into drategic plans, induding the annuad Defense Indudtrid Base

Report.

. USD(A) capitdize on onrgoing drategic planning efforts of the ManTech program,

and begin development of a broader DOD “Defense Manufacturing Plan” thet
encompasses dl DOD  technology, acquigtion, and humen resource adtivities rdaed
to defense manufecturing.
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6. UD(A) <should teke advantage of dl exiding means to incantivize indugtry
invesment and further defense manufacturing technology and operaions.

F. 1990-Simultaneous Engineering of Defense Products and Processes

1. Modify acquidtion timing and expectations and daify R&D resource dlocation.

2. Modify organizetions and practices.

a Edablish team rddionships.
b) Modify busness practices
C) Integrate desgn-to-cod, pearformance, schedule.
d) Edablish acquigtion processes sdf-benchmarking.
3. Educate the acquigtion workforce,
G. 1989-Use of Commercial Components in Military Equipment

1. The SecDef and USD(A), as gppropriate, should direct the Services, DLA, and the
Office of the Seretary of Defense to take gppropriate action to implement
establishing a components demondration program, using microdrcuits as a case
Sudy.

2. SecDd should direct dl Sarvices to cooperate with indudry in the development of
the open sysems architecturd sandards for both hardware and software. If
waranted, these gandards should become the bass for dl future hardware and
software  acquigtion.

3. The pilot program proposed legidation should be submitted to the Congress and
should be vigoroudy supported.

4. ScDd should egablish a Directorate for Commerdid Acquidtion within the
USD(A) and direct thet the Sarvices and DLA establish or designate gppropricte
organizationd entities & headquarters and a buying commands

5. SecDef and USD(A) should continue to support actions assodaed with the
Enhancding Defense Acguistion report a a high levd of atention and interest.

6. SecDef and USD(A) should continue to support the OFPPIDOD  proposed
legidation on commerdd buying, Commedd Products Acquistion Act.

H. 1988-Defense Industrial and Technology Base
1. SecDef should egtablish permanent Cabingt-levd mechanism to determine indudtrid
and technology base capabilities
ad Compare with nationd objectives.
b) Devdop naiond policy initidives to recondle differences between indudrid
and technology base cgpabiilities and nationd security objectives

2. Improve the planning mechaniam affecting surge cgpabillities

a SacDef should issue guidance on planning, programming and budgeting to
ensure savice planing for surge
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b) USD(A) should incorporate decisons on surge capability acquigtion draegies
a the defense acquidtion board milestone reviews

¢) JCS should devedop criteria which will trigger further procurement of foreign
vulnerahility buffer gocks and other indudirid surge neads basad on dl-source
warnings to enddle DOD to order “surge on warning.”

3. DOD should implement those palicies and procedures necessary to adequatdly

compensate and reward high qudity technicd tdent.

4. DOD should propose an organizational Sructure for sdect fadlities which could

enable private sector operation under government control.

5. UD(A) should devdop and implement centrdized and integrated policies to effect
indudtrid base development, acquidtion processes, and coordinated service
implementation.

. UD(A) dhould implement a sat of condgtent and integrated acquigtion policies

7. Because IR&D has profound influence on the ability of indudry to sstify DOD’ s
evalving needs the SecDef should:

a Redfirm the importance of IR&D to DOD.

b) Deemine IR&D calings in the context of longterm assessment of technology
requirements.

¢) Endorse the exiging method of IR&D/B&P cod recovery.

8. UD(A) should ensure that procurement policies and the competition advocacy
process base competition principaly on totd product qudity, good busness
practices, and not just competition for lowest cods

9. DOD should undertake to reverse the deterioration of the maritime segment of the
indudrid base to ensure the credibility of our conventiond deterrent.

10. Further improvements should be made to the polides governing the use of best and
find offers

a) USD(A) should convere a hightlevd joint government-industry group to
condder further modifications of regulaions govening best and find offers

11. SecDef should support current investigations and any resulting prosecutions to
enaure fair, firm, and rgpid resolution.

12. SecDef should inditute policdes which will ensure that dl defense contractors
suppliers, and consultants adopt and adhere to suitable codes of ethics to govern
thelr busness operdions

13. SecDef should ensure that government and industry manegers have adequate
knowledge of rdaionships among consultants, suppliers, and the government to
avoid possble conflicts of interedt.

I. 1987-Defense  Semiconductor Dependency

1. Support esablishment of a Semiconductor Manufacturing Technology  Indtitute.

(o2}
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2. Egablish a eght universties Centers of Excdlence for Semiconductor Science and
Enginesring.

3. Increase DOD  spending for research and development in samiconductor materids
devices, and manufacturing infragructure

4. Provide a source of discretionary funds to the Defense Department’s semiconductor
uppliers

5. Edadlish under the Depatment of Defense a Government/Indusiry/University
forum for semiconductors

J. 1986-Use of Commercial Components in Military Equipment

1. USD(A) change the requirements process to indude a “needs’ document thet
indudes commerdidization tradeoffs and sdected contractor inputs.

2. ASD(P&L) revise FAR to implement policies. guidance, and procedures for
acquigtion of commerdd products and usng commerdd practices

3. ASD(P&L) drengthen the emphads on the specifications and sandards
intisivesMil Pime commerdd spedfications dreamlining, vaiadle
environments,  €c.

4. ASD(P&L) shift the integrated drcuit procurement process to indude removing the
precedence of MIL-STD-454, certifying desgns and processes vs. pats,
dreamlining the MIL drawing sysem, and adopting a military/indudtria
Soedification.

5. DAE and SAEs give PM discretionary authority to use commerdd practices and
products when gppropriate.

6. DAE and SAEs implement pilot programs to vaidate bendfits of legd regulatory
exemptions explidt in commerdd practices

I[I. DOD STUDIES
A. 1993 DDR&E-Technology for Acquisition Reform Study

1. Make advanced didributed smulaion (ADS) the key decison making todl within
the DOD acquidtion process

2. Broadly implement IPPD and sdlect afew “lead the flest” programs.

B. 1993 DOD-Streamlining Defense Acquisition Law Executive Summary:
Report of the DOD Acquisition Law Advisory Panel

| . Ease of adminidration reguires a sngle definition for commerdd items to be ussd
uniformly  throughout DOD  (dudy recommends new definition).

2. An expanded exemption for ‘adeguate price competition’ in the Truth in Negotiation
Act.

3. Rdief from ingppropriate requirements for cost or pricing data when a contract for
commerdd items or sarvices awarded competitively, is modified.

4. New exemptions to technicad data reguirements in commerdd item acquigtions
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5. A new dructure for “Buy American” redrictions in a proposed new chapter on
Defense Trade and Cooperation.

6. A new subchapter of 10 U.S.C.82302 for commerda acquistions which credtes a
new rule sructure and provides exemptions for Satutes that creste barriers to the
use of commedd items, and indudes provisons on pricng, documentation, and
audit rights tallored for commerdd item acquistions

C. 1991 ISAT/DARPA-Intdligent Manufacturing
1. Egablish key pilot programs.
D. 1986 Blue Ribbon Commission on Defense Management-A Quest for
Excellence: Final Report to the President (Packard Commission)
1. Nationd Security Planning and Budgeting

a) Defense Plan should gart with a comprehensve datement of nationd security
objectives and priorities

b) Presdent should issue provisond five-year budget levels to the DOD.

¢) SecDef should ingruct JCS to prepare a military drategy for nationd
objectives.

d) Charman should prepare broad military options.

€) Charman should prepare a new assessmant of the effectiveness of US and
Allied Forces as compared to those of possble adversaries.

f) Presdent should sdect a particular military program and the associated budget
leved.

g) Presdent should submit to Congress two-year budget and five-year plan on
which it is based.

h) DOD should present budget to Congress on bads of nationd Srategy and
operaiond concepts rather then line items

2. Military Organization and Command

d Charmen, JCS should be the prindpd uniformed military advisor to the
Presdent, NSC, and SecDef.

b) Joint Saff and Organization of the Joint Chiefs of Saff should be under the
exdudve drection of the Charmen.

¢) Commeands to and reports by the CINCs should be channded through the
Charmen.

d) Savice Chiefs should serve as members of the JCS.

€) Unified Commanders should be given broader authority to sructure
subordinate commands, joint task forces, and support activities

f) The Unified Command Plan should be revised to assure increased flexibility.
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g) The SecDef  should have the flexibility to esablish the shortest passble chains
of command for eech force deployed.

h) The SecDef should establish a Sngle unified commeand to integrate globd arr,
land, and sea trangportation.

3. Acquigtion Organization and Procedures

a) Creete new pogtion - Under Secretary of Defense (Acquigtion).

b) Army, Navy, and Air Force edablish a comparable senior postion filled by a
Presdentid  gppointee.

C) Egablish short, unambiguous lines of authority.

d) Recodify dl federd datutes governing procurement into a sngle
government-wide procuremeant datute.

€) Joint Requirements and Management Board should be co-chaired by the
USD(A) and the Vice Charmen of JCS.

f) DOD should make grester use of components, sysems, and sarvices avaladle
“off-the-shdf.”

g) High priority should be given to building and testing prototype sysems ad
ubsysems before proceeding with full-scde deve opment.

h) Operationd testing should begin early in advanced devdlopment and continue
through full-scdle devdopment, usng prototype hardware.

1) Federd law and DOD regulaions should provide for subgtantidly incressd
ue of commerdd-dyle competition.

j) DOD should fully inditutiondize “besdining” for mgor wegpon sydems a the
iniation of full-scdle enginearing devdopment.

k) DOD and Congress should expand the use of multi-year procurement for
high-priority  sysems

1) The Presdent, through the Nationd Security Coundil, should establish a
comprehensve and efective nationd indudrid respongveness palicy to
support the full goectrum of potentid emergendies

4. Government-Industry - Accountability

a Continued aggressive enforcement of federd, dvil, and cimind lavs
govening defense acquigtion.

b) Defense contractors must promulgate and vigilantly enforce codes of ethics that
address the unique problems and procedures incident to defense procurement.

c) DOD should vigoroudy adminiger current ethics regulaions for military and
dvilian personnd.

d) Overdght of defense contractors must be better coordinated among the various
DOD agendies and Congress
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€) Government actions should foster contractor saf-governance.
f) The Federd Acquistion Regulation should be amended to provide more
precise criteria
[1I. NATIONAL RESEARCH COUNCIL
A. 1993 NRC-Breaking The Mold: Forging a Common Defense
Manufacturing Vision
1. There mug be a mgor invesment in both “hard” (eg., process technology) and
“soft” (eg., education and traning)technology .
2. DOD mud invent its own unique change process-a new Defense Manufacturing
Strategy:
a Crede a vison of manufecturing
b) Create a working cadre
C) Sdect a change drategy
d) Communicate the initiative
B. 1991 NRC-Improving Engineering Design
1. Deveop better working rdaionship between academia and indudtry.
2. Form a Nationd Consortium for Enginesring Design (NCED).
C. 1991 NRC-The Competitive Edge: Research Priorities for U.S.
Manufacturing
1. Research in the area of intdligent manufacturing control should be amed at:
d Devdoping technique-ariented communication Standards.
b) Refining sensor technology in data integration, pettern recognition, and
actionable modds
¢) Building knowledge bases of desgn, manufecturing, and manegement
intdligence that can adgpt to changing knowledge and organization dructures
d) Credting a dynamic modd of manufacturing.
€) Identifying ways to use the human-machine interface to fadlitate learning in an
integrated  environmernt.
f) Redefining methods to accommodate halidic research in a production
environmean.
2. Reszarch should focus on:
a Neads in the areas of materids science and enginearing, expanded.
b) Revisad education programs and objectives.
C) Methods for better integrating materids-gpedific issues in manufacturing
paradigms
3. Reszarch in the area of product redlization process should be directed a:
a) Ddining, identifying speafic indances of, and devdoping intdligent imeges
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b) Identifying and edablishing the requigte connections among images
¢) Deviang an organization sructure in which these conogpts can be mede
operationd.
IV. NATIONAL SCIENCE FOUNDATION
A. 1992 NSF-Fundamental Research in Manufacturing for National
Competitiveness

1. Enhance technology trander to indudry.

2. Enhance coordination of funding within government agendes team up federd
agendes to implement new programs to complement NSF's basic research rale in
menufadtring  enginesring.

Build interfaces between researchers from different universties
Rebuild the universty infragtructure.
Broaden manufacturing research programs.
Broaden education programs in manufacturing.
7. Reorganize NS to better utilize intdlectud resources in manufacturing.
V. OFFICE OF TECHNOLOGY ASSESSMENT
A. 1992 OTA-Building Future Security
1. DOD mudg meke gregter efforts to explait avilian technology.
2. The government should ensure that an essentid capability continues to exig in the
DTIB.
3. Funding for the DTIB should reflect the fact thet it is a criticdl component of U.S.
netional  seCurity.
VI. SERVICE STUDIES
A. 1992 Air Force-Manufacturing 2005
1. Adoption of sx key manufecturing dements IPPD, sHective internationd
sourang, qudity focus flexiblglagile manufacturing, vertica partnering,
commerad-military production integration .
2. Implementation through pilot programs, focus on both program and indudrid base
impacts
B. 1991 Army-Simulation Strategy Summer Study
1. Require amulation in the form of dectronic prototypes throughout dl phases of the
force devdlopment and materid acquistion process
2. Mandate the Electronic Batlefidd for early evauaion of operaiond utility.
VIl. OTHER STUDIES
A. 1993 TASC-Comparative Assessment of the Defense and Commercial
Sectors
1. UD(A) should conduct activity-basad case sudies on the engineering workforce
to as=ss the impact of DOD  acquiStion requirements.

o0~ W
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2. UD(A) should conduct a comprehensve survey to determine the extent, nature,
and causes of both integration and segregation.
3. OD dhould desdgnate a Sngle office with primary responghility for coordinating,
collecting, and disributing Federa agency data within DOD.
4. OSD should work dosdy with other Federd agendies to enhance the usefulness of
this data for DOD.
5. OSD should encourage BLS to make available it industry/occupation database a the
four-digit SIC levd.
6. Federd data should be incorporated into the Defense Indudrid Base Information
Sysem to be established under the Defense Production Act.
7. DEIMS trandaor should be updated to accurady reflect full contributions of lower
tier suppliers
B. 1992 Carnegie Commission-A Radical Reform of the Defense
Acquisition System
1. The SecDef  should undertake with high priority a radicd reform of the defense
acquigtion sydem.

a Converson from a regulation-based sysem to a market-based sysem.

b) The current sysem and the new price-base, commercid-practice sysem would
operae in pardld for saverd years it would be possble to move modt of the
procurement activity within the firg four-year term.

C. 1991 Council on Competitiveness-Gaining New Ground: Technology
Priorities for America’'s Future
1. Make research on generic indudrid technologies a netiond R&D priority.
2. Cregte U.S. economic dimate more condudve to manufacturing, innovation, and
investment in technology.
3. Communicate the priority of technology and competitiveness to the American public
and invalve key policymaking bodies more dosdy in the issue
4. Deveop palides and programs to ensure that America has a world-dass technology
infragtructure
D. 1991 CSIS-Integrating Commercial and Military Technologies for
National Strength
1. DOD should adopt a procurement drategy thet places higher priority of efficency,
gydem dfectiveness and indudrid respongveness through linkage to a broad
commeadd infradructure wherever possble
2. Support darification of the Competition in Contracting Act to dlow “effective
competition.”
3. Support modification of TINA to exempt commerdd companies or busness units
from the cogt or pricing regquirements of the act.
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4. Amend the 1983 supplement to the Defense Production Act to dlow “market
acoeptance’ as one of the evauating criteria for product selection.
5. Accept the Defense Management Improvement Act proposd to establish a“lig of
sources for repetitive commercid procurements”
6. Enact legidaion to make cooperative indudry-laboratory R&D ventures an explicit
misson of the federd and nationd |aboratories
7. Support dl DOD initidives thet come out of the above actions (induding those from
the joint govenment-indudry forum on legidative dauses incongagent with
commercid-dyle buying practices that are to be waived when gppropriate).
E. 1989 CSIS-Deterrence in Decay: The Future of the U.S. Defense
Industrial Base
[. US mug mantan a defense indudrid base that is efficdent, compditive, and
flexible
2. Executive and legidative leadership must reorganize the way they manage the
government's invalvement in the defense indudtrid base to take acoount of the
redlities of the base as it exids
3. The government mudt finence spedid incantives to dtract the best indudrid taent
avaladle
F. 1989 ADPA-Manufacturing Technology: The Key to the Defense
Industrial Base
1. Edablish an OSD Pan for ManTech.
2. Expand the ManTech budget to a levd sufficent to accomplish the objectives of the
plan.
3. Demondrate and pursue a deer link between ManTech and rdlated DOD initictives
4. Edablish a redidic sat of gods and risk vs. reward expectation for ManTech
projects.
5. Pursue implementation and innovaive methods of technology trander.
G. 1988 IDA-Concurrent Engineering Study
1. DOD should adopt current engineering and, therefore, determine how to implement
it in the acquigtion process
H. 1988 IDA-Defense Acquisition: Observations Two Years After the
Packard Commission
1. Organization
a The Secretary should ddlegate acquistion policy authority to USD(A).
b) The Secretary should act to sandardize and smplify acquistion oversght and
policy responghilities within the Services
C) The Secretary should revise directives to dearly establish the program
menager’s dedson authorities and diminaie management involvemeant by
deffs a dl levds
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d) The Under Secretary should review his gaff for possble reductions.

€) The Secretary should direct the Under Secretary and Sarvice Acquisition
Executives to conault with Congress in developing a plan for reducing the
micro-management of programs by Congressond g&ff, and for consolideting
reporting  requirements.

2. Decison-Making Processes

a) The Secretary and Chairman of the JCS should review the defense program
and budget with the Presdent and Congress as soon as possible after taking
office in order to achieve an agreament on dable defense funding.

b) The Secretary should direct the Under Secretary and the DAB to review the
ongoing acquidtion program and offer dterngtive acouigtion programs thet
meet consarvative fiscd guidance

¢) The Secretary should enforce a long-range srategic gpproach in the acquigtion
decison-making process and direct the Under Secretary to develop better
longrange planning tools

d) The Secretary should use the Defense Guidance as a drategic planning toal,
and discipline the resource-dlocation process and acquistion process to
comply with it.

€) The Under Secretary should use the DAB to discipline the acquistion process

3. Pdlicy and Regulation

a The Under Secretary and the Service Acquigtion Executives should develop
more uniform regulaions, and require that they are uniformly interpreted and
applied.

b) The Under Secretary should aggressvely support Defense Enterprise
programs as a vehide for exparimenta changes in regulaions

C) The Under Secretary should drive to diminete barriers to the use of
commerdd-dyle competition and the use of commerdd products wherever
militarily gppropriate.

4. Management of Personnd, Technology, and the Indudrid Base

a The Under Secretary should upgrade and sandardize the criteria for
expaience, educaion, and training for dl acquistion personnd.

b) The Secretary should direct the Under Secretary to establish program
management carear incantives to retain experienced program manegers.

©) The Under Secretary should assign a senior gaff member to monitor programs
and devdopments in acquistion personnd management.

d) The Under Secretary, with the DAB, should conduct an annud drategic
review of infrastructure programs rdaing to scence and technology programs
and the indugtrid and technology bese
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€) The Secretary should work with the Executive Branch and Congress to
devdop improved “revalving door” legidaion that meets the publics concerns
with ethics while reducing the finendid bariers to government savice

I. 1987 IDA-A Perspective on the Defense Weapons Acquisition Process
1. Research should continue in the area of the defense wegpons acquistion process
and it should be pursued dong two peths

a) Sdect gedfic intidives for more detalled examingtion as to ther impect on the
acquigtion process and whether they contributed podtively or negetively to
decisons.

b) Expand the decades experience comparison, particularly of the 1960s, 1970s,
and 1980s in terms of program outcomes.

J. 1987 CSIS-U.S. Defense Acquisition: A Process in Trouble
1. Congress should edablish a commisson to examine the role and responshility of
Congress through dl dages of the acquistion process.
2. Three broad actions to ad government in retaning and atracting suffident numbers
of professond competent acquidtion personnd:

a) Makefull use of Public Law 313 criteriato retain and atract qudified
personnd.

b) Redructure and redassfy job descriptions and professond qudification
requirements to ensure an gppropriate match between criticd pogtions and
qudified personnd.

C) Expand mid-career training and educaiond opportunities for acquistion
personnd.

3. A Gengd Advisory Board on Defense Acquistion should be formed, with
congressond  support:

a Indude executive and legidative branch representatives and experts from the
private sector.

b) Would monitor the implementation of acquistion reforms

¢) Would prepare annud report to Congress on the progress being made toward
improving nationd cgpablities in these aress

d) Would be chartered for a maximum of five years.

VIIl. SUPPLEMENT-Summary of Previous Recommendations on Department of
Defense Acquisition, 4 November 1985
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APPENDIX E
BRIGHT SPOTS

The process improvement goproach can work in the DOD  enterprise. Grass roots
iniatives which embody the prindples of the leen Defense Manufacturing Enterprise, are
sprouting up throughout the Services and agendies These bright spots can be the building
blocks for continued development and expangion of process improvement in the DOD.

Air Force Lean Aircraft Initiative (LAIl) includes academia
(Masschusdtts Inditute of Technology), indudry, and the government, and is
meking a dynamic change towad lead practices ad processes The
Manufacturing 2005 initidive establishes pilot programs to demondrae the
combined eforts of manufacturing technology and leen acquigtion practices.
The Manufacturing Development Initiative (MDI) focuses on concurrent
devdopment of product and process during the acquigtion of a wegpon
sysem.

Army Integrated Development Team Acquisition Initiative is a
szies of traning and education briefs to encourage formation of integraied
devedopment teams.

ASD C3l Business Process Reengineering program provides the tools
and methodologies for formal process modding and process  improvement
before invesing in process autometion.

Congres/DOD Section 800 Pand report presented recommendations  for
goedific and far reaching changes to acquidtion laws

Congressional Defense Acquisition Pilot Program, mandaed in
Section 809 of Public Law 101-510, authorizes DOD to nhominge programs as
plots to wave sHected dautory and regulaory rules to improve the
acquistion process and test acquistion reform.

DLA Corporate Contracting is a prototype to combine requirements into
sole source long-term contracts on a corporate bads with mgor suppliers.

DSB 1993 Task Force on Defense Acquisition Reform defines the
soope and method to comprehensvely modify the process by which DOD
should acquire goods and services.

Joint Logistics Commanders Flexible Computer Integrated

Manufacturing (FCIM) is a jont intigive which indudes DOD ad
industry cross-functional teams conducting experiments in process
improvement and cyde time reduction.
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Navy Best Manufacturing Practices (BMP) links government,
indudry, and academia to exchange information on benchmarking, problem
solving, qudity, productivity, and compditiveness by dharing proven best
practices.

Navy Centers of Excellence ae cooperdive centers edablished with
government and indudry patnerships to advance manufacturing technology
and fadlitete its implementation.

OSD DDR&E S&T Thrust 7, Technology for Affordability,

focusss S&T invesment to devdop and execute technology and process
demondration prograns amed a dgnificant affordability improvements
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APPENDIX F
METRICS

Metrics, like the vison satement and drategic plans, need to be st by the process
owvnas and dakeholders DOD  leedership should edablish some overdl messures, with
eech process then edablishing metrics within goedific activities to support these high leve
meaaures of accomplishing the vidon. Edablishing metrics that reflect the new vison and
gads is a primary mechaniam to send a dear 9gnd on the behavior changes expected
within an organization. Changing melrics from traditiond cogt control and inspection-
bassd mesaures to peformancebased messures will reinforce timdy ddivery, qudity
processes, and afordability. Metrics internd to DOD  need to reenforce the intent to reduce
infradructure and overheed, and change behaviors to the process focus criticd to a lean
enterprise. Melrics mugt be dynamic to support the continuous improvement thrust of lean
production.

Edablishing effective merics requires a focusad intigive invalving dl  the
dakeholders This indudes the process and subprocess owners, paticipants, cusomers,
and suppliers Adeguate metrics deserve some amount of careful thought since effective
metrics can support change a a maximum rate, while gpplication of improper metrics may
leed to actions detrimentd to the gods edtablished by the new vison. Frequently the initid
metrics conddered are not ultimatdy the ones proven mogt effective, but their evauation by
the process team leads to better understanding of the process, and the cause and effect of
actions on the process.

In commecd enterprises, the overdl success meric has to do with return on
investment or opportunity to gain a compeitive advantage. Every adtivity is messured in
terms of its potentid for increased profitebility. DOD is not profit driven, but is driven by
readiness and cgpability to medt threat and contingency Stuations The overdl misson
metric should be sat to ensure operaiond forces are avalable, with operationad wegpons
and technology to meet the threst. The melric should dso monitor and drive a trend to
improved afordability for required reediness and cgpdhility.

Evay activity should be meesured in terms of its potentid contribution to reediness
and capebility. Examples indude:

Opeationd avalahility of sysems to contingency plans per support and related
infrestructure dollar spent. The operaiond avalability messure focuses on
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those sysems required to meet the proected contingency. Ddllars should

indude the logidics materid pipeing as wel as infrasructure codts to indude
materid managers, repar depots and oversght and HQ overhead.

New wegoon sysem vdue pea invetment dolla and rdaed infrasructure
dollar spent

In a vison tha indudes affordability through commerdd practices, metrics need to
be st to monitor peformance towards dud use or commercid product. Such metrics
might indude cogt of commercid product induded or total ddivered cog.

In the proposed environment of “rollover plus’ and limited production, the ahility to
produce quickly in response to a contingency will have a direct corrdation to DOD
reediness. Thus it is impedive tha merics be edablished to support a continuous
improvement in cgpability to rgpidly ddiver an affordable product to meet a nenly emerged
contingency. Examples of time-driven metrics which drive improved performance indude:

Non-vaue-added Cost removeditotd Iabor cost
Supplier ontime qudity

Ovetime hours

Percent of contract items delivered by due date

In the current budget crigs, it is imperative thet DOD internd metrics be established
to ensure infragtructure and direct processes are bdanced with technology investment and
operational forces. Without a melric to continuoudy drive down indirect and overheed
costs, through process improvements which drive out non-value-added steps,
infradiructure cogts will increase to an ingppropriate percentage of the total available budget,
and readiness will suffer. Metrics which might be usad & lower leves to meesure progress
towards afordable support might indude:

Commerdd equivdent cost/contractor cost
Cod to government/agreed to price
Inventory turns ( totd materid purchases'current materid in use)

Metrics could be st up that monitor the recommendations mede in this report.
Such metrics indude:
Number of people by processin DOD
Overhead codts as a percentage of budget
- Commerdd content
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Number of people trained in lean production techniques

Number of exiging contracts renegatiated to leen emphads and dollar vaue
Saved

As aiticd as edablishing metrics is the establishment of dretch gods for improved
performance.  Stretch gods are edablished to produce mgor improvement and achieve and
pace world-dass peformance They differentite the process focus goproach from
traditiond improvement methodology. When redized or even patidly accomplished, they
separate winners from losers: Stretch god's chdlenge creativity to meet and/or beet best in
dass benchmarks They ae ddibaady st in a manne which predudes atanment by
minor changes and “bdt tightening.”

Fndly, teams, process ownes, and individuds need to be rewarded based on
achievement in making mgor progress in dtaining the vison as documented in the revisd
metrics and defined by the dretch gods Old metrics should be diminated to ensure
conggent aticulation of the vison and rewarding of behavior that leads to the vison.
Once agod is achieved, new gretch gods need to be established.
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Edwin L. Blggers Gordon R. England
Co-Chairmen

August 20, 1993

Good Morning, Mr. Secretary, Ladies and Gentlemen.

We are pleased to present the results of the Summer Study Task
Force on “Defense Manufacturing Enterprise Strategy.” We have
added the word “Enterprise” to more accurately reflect the scope of the
study. We have also adopted a logo to further emphasize that our
study results will impact a broad spectrum of the enterprise; namely,
Readiness, Support, Production, Development and Requirements.

In some ways this is a follow-on task force to last year's study,
“Engineering in the Manufacturing Process.” But in most ways, this is a
significant departure. In this study, we are dealing with systemic issues
in the total enterprise and are making recommendations to address
these systemio issues. In a broad sense we are recommending a break
with the current system and the implementation of a new system based
on the proven principles of lean manufacturing.
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Terms of Reference

This Task Force shall build upon existing studies to
create lean acquisition processes for the DOD and lean
manufacturing  processes for industry. The study should
primarily focus on creating a manufacturing strategy that is
in concert with commercial industry.

This Task Force shall:

1). Identify those Government acquisition policies and practices that
impede lean manufacturing

2) Make recommendations to streamline or change appropriate DOD
policies to enhance world-class production

3) Recommend manufacturing strategies to break traditional cost and
volume relationships

4) . Recommend how to re-orient the DoD acquisition workforce to
these fundamentally new manufacturing policies, practices, and
procedures.

Our Terms of Reference (TOR) are fairly broad but are also
very focused and our study is fully responsive to the intent of
the TOR. The study has identified the barriers to lean
manufacturing. The study has addressed how to make the
DOD enterprise world class, not only in production as stated
in the TOR, but across the enterprise. Recommendations
are made to implement fundamentally new manufacturing
policies, practices, and procedures.

It is important to note that while the TOR addresses a
manufacturing strategy, the study has used this terminology
in the broadest sense. In this study, the term “manufacturing”
applies to the total enterprise, from Othe factory floor to the
executive suite and from the military operating units to the
Secretary of Defense.
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(Ed Biggers/Gordon England) and | would like to thank Under
Secretary Deutch, Deputy Under Secretary Preston, ARPA
Director Denman, DSB Chairman Kaminski, and the
members of the summer study task force. This includes a
special thanks to our immediate membership, advisors, and
staff, but also to those in the other two task forces who have
added their insight to this critical topic which affects us all.
This was an expert, close-knit, and highly-integrated team
that interacted very positively to achieve the product of this
study.

Appropriately, our task membership includes OSD, DDR&E,
the Services and industry, many of whom have served in
previous and related task forces. We intentionally included a
broad spectrum of Government advisors, as these people will
be the initial DOD force that will accept and implement the
new enterprise.



Earlier Studies Have Exhausted This Subject

...and what to do is well documented

As you are all aware, a myriad of valuable studies,
accomplished over the years, have addressed the problems
of defense manufacturing reform and acquisition strategies.

This chart depicts a sampling of those more recent studies
which have produced well documented recommendations.
Few of these, however, have been implemented. For
instance:

Replace military specifications with commercial practice

Implement concurrent engineering (i.e. integrated
product/process development)

Reduce tech data requirements
Reduce government infrastructure
Integrate the civil/military industrial base

We have elected not to add to these “what to do”
recommendations. We recognize that more “what to do”
recommendations would merely add to the burden already in
place.



Existing Barriers Have Prevented the
Implementation of Prior Recommendations

1) Performance-Driven Program Definition (‘Requirements”)

- Does not balance costs and performance

2) Cost-Based Contracting

- Focus is on justifying costs (not reducing them) - - incompatible with market-
based, value prices

3) Expensive and Sluggish Design

- Focus is on miI-sE_ecs and standards, incremental design and production/
support, and pushing new technology before it's ready

4) Risk Aversion Procurement

- Excessive focus on prevention of “Fraud and Abuse” - - no mistakes allowed
rather than broadly improving efficiency and effectiveness

Many of the historic defense practices have created large disincentives toward the
implementation of prior recommendations, and to the implementation of changes to
the system which will reduce costs and improve responsiveness.

Prior studies have identified four areas that have created major barriers to the
successful implementation of the prior recommendations:

1. Weapons' requirements are almost totally performance driven - - thus, there is
little incentive to strive for cost/performance tradeoffs, or for cost-reducing
design changes;

2. Defense contracting is unduly based on justifying and auditing costs, rather
than striing to reduce costs (thus, more oversight is considered better, even
if it driies up costs significantly);

3. DOD developments now take over 16 years (from concept through first
production) and result in increasingly expensive weapon systems. The use of
military specifications and standards, the separation of design and
manufacturing, the forcing of new technology into the field before it is proven
and other such historic DOD practices, directly cause higher cost and longer
development times. Conversely, many available technologies take too long to
field.

4. The thrust to improve has been overshadowed by a risk averse approach
driven by an excessive focus on fraud and abuse. This focus permeates the
entire enterprise and adds significantly  to cost while detracting from efficiency
and effectiveness  objectives.

The focus must be shifted back to broadly improving the efficiency
and effectiveness of the total system.
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More “What To Do”, Not the Solution

Leadership

DOD Policies
&Practices

The many recommendations on the subject of manufacturing,
acquisition and defense industrial management have not had
the impact the report drafters intended. Why?
Fundamentally, we believe it can be traced to the lack of a
process, especially within the Pentagon, to deal with the
specific recommendations. Leadership did not have an
adequate lever arm to implement the changes proposed.
This Summer Study recommends a different approach. Our
approach suggests “how to” implement change in the
Defense Manufacturing Enterprise, rather than more “what
to” implement.

In our judgment, the enterprise is too focused on products

and programs rather than on management practices that
impede change.
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This Study Focuses on How to Implement
a Revolutionary Management Approach for DOD

Leadership

/7 N\

Lean Manutacturing /o _ A

DOD Policies
& Practices

"Give me somewhere to stand and | can move the earth."
- Archimedes, 287 - 212 BC

"...and maybe the defense enterprise”
- DSB, 1992 AD

Just as Archimedes, we are suggesting the DEPSECDEF
and USD(A) find a different place to stand. That stand is to
implement principles that best capture those practiced by
lean manufacturing organizations. These organizations know
the principles apply not just to manufacturing but to the entire
organization. When Dr. Edwards Deming was first asked to
help Ford Motor Company, Ford wanted to ask him about
what to do...technical specifics. Deming wanted to talk about
management, about people..how change would occur. That
IS what this report is about -- how to insert a continuous
improvement, process-oriented culture into the Pentagon and
the entire Defense Manufacturing Enterprise.
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Defense Manufacturing Enterprise

|

Includes all actlvltles
requlred for force
modernlzatlon,
materiel readiness and
support

:m
’
.
.
.

Industrial Base
(Public & Private)

In this study, the Defense Manufacturing Enterprise is defined to
include all activities required for force modernization, material
readiness, and support. This spans both DOD and the industrial base.
It does not include the Congress and Executive Branch although the
report does recognize those interfaces and includes those interfaces in
some of the recommendations.

The process improvement focus being promoted by this study is
applicable to the entire enterprise including processes within DOD,
those utilized by the industrial base (public and private), and also the
interface between DOD and the industrial base.

In our judgment, improvements cannot be implemented on a piecemeal
basis. Rather, a holistic approach needs to be adopted. For example,
commercial procurement will not be achievable unless the current
procurement rules, regulations, oversight, and audit changed. For this
reason, our study encompasses the total enterprise.

The desired outcome is a much more efficient Defense Manufacturing
Enterprise that can continue to provide technological superiority at an
affordable price.
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What is a
Lean Manufacturing Enterprise?

A dynamic Management System in which the
entire enterprise employs Process Improvement
Focus with metrics and stretch goals throughout
the full product life cycle to achieve world class
quality, cost, schedule, and product performance.

Lean manufacturing stresses a focus on process
improvement that encompasses, in an integrated manner, the
entire enterprise-from executive suite to the factory floor-
and the entire product life cycle--from customer requirement
determination, through research and development to
product support and phaseout.

This system is slow in being recognized as different by many
organizations because it employs well-known principles such
as benchmarking, continuous improvement, employee
involvement, concurrent engineering, customer focus, and
many others. The difference is a rigid adherence to total and
coordinated application of those principles.

Lean manufacturing was first introduced in Japan. Recent

successful introduction of its elements by several
manufacturers in America make it clear that it is not

dependent on Japanese cultural environment for success.
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Process: An Ordered Set of Tasks to
Accomplish an Objective

Vislon, Strategy, Vision, S¥alegy,
Execulve and implementalion DoD and implementalion
Suite Process Leadermhip Process
/ | ) |
Design & Acquisiton

10

Our use of the term “process” refers to an ordered set of tasks, usually
followed sequentially, to accomplish an objective ( every activity from
the factory floor to the executive suite is a process). The objective of a’
process is a wide variety of outputs that are sometimes tangible and
sometimes simply statements. The act of becoming “process focused”
means that an organization concentrates its energies toward improving
its processes as a means of improving its products rather than
concentrating only on the product itself.

The processes utilized by the DOD are every bit as applicable to a
process focus as are the industry examples shown on the facing page
except they extend from the operational forces to the DOD leadership.

The critical element in a process sequence is the understanding that all
processes flow from the Vision, Strategy, and Implementation process
established by the senior executive and his leadership team. For
example, if the executive vision is to automate factory operations then
the composite lay-up process will be entirely different versus a vision to
reduce cost by outsourcing to the merchant marketplace.
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Lean Manufacturing Process Improved Flow

Executive DoD
Ordered Set
Sulte of Tasks Leadership
A \ [
Reenginesred Education of
Flow Users &
Participants
Defined
Ownership
for
Continuous
Improvement
Elimination of
Non Value Added Documented
Tasks Flow
\ Metrics & /
] Stretch Goals y

Shop OpFo;:tloul
e Process improvement is the greatest coe
leverage for management and the enterprise

The first step in the introduction of process improvement is to identify
critical processes and assign ownership. This should be accomplished
by the leadership team of the enterprise. The owner is charged with the
responsibility of continuous improvement of the process by adhering to
the following steps:

Order ed Set of Tasks Define the process steps that are currently being
done

Education of Users Deploy understanding, knowledge, and commit-
ment to users and participants

Documented Flows Define task structure, their interrelationship, input
and output criteria

Metrics & Stretch Goals Establishment of common measurements of
success and clear responsibility for achieving them -- are we on track?

Elimination of Non-Valued Answers the question -- if your customer
knew you did this,

Added Task would he be willing to pay for it?
Re-enqgineering Flow Tasks are redefined and reallocated

By focusing on process improvement, management gains maximum
leverage in implementing change across all programs and activities
This process improvement flow has been implemented very
successfully across a broad range of enterprises.
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Key Characteristics of Lean Enterprises

¢ Process Focused with Metrics and Stretch Goals
e Vision and Strategic Plan

* Performance-Based Education

e Empowered Teams with Decision Authority

¢ Non-value-added Activities Eliminated

e Supplier/Customer Partnerships

e Process Control vs Inspection

e Concurrent Engineering (IPPD) at all levels

12

World class -- bench mark -- companies exhibit a set of
characteristics that describe what they look like. These
characteristics are a combination of attributes and methods.

- The greatest leverage can be obtained from being
process focused with metrics and stretch goals

- To accomplish an affordable solution, the manufacturing
process must demonstrate controlled, understood and
proven characteristics.

Key emphasis is placed on eliminating non-value-added
activities, focusing on and controlling processes, developing
long-term  partnerships, empowering teams, and integrating
product and process development. The companies did not
achieve success overnight-it took strong leadership and a
robust strategic plan to move them to improved performance .
These characteristics are evident at all levels of the
enterprise. They work in concert to achieve world-class
performance.
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Measured Benefits of Lean Manufacturing

% Improvement
1007 Inventory
90 Job

80 $

704
60 ]

Classifications y

Lower cost

Higher Quality
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10 1

04

Shorter Development

Better Performance

Data from "The Medioe That Changed tfe  World"
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A study completed in 1989 by the MIT Center for Technology, Policy, and
Industrial Development through the International Motor Vehicle Program
documented some of the characteristics and dramatic benefits achievable
through lean manufacturing. The resulting book, Machine that Changed the
World summarizes the study and shows in fact that process focus and
teaming structure of a lean enterprise works. Other organizations have
implemented these same principles of lean manufacturing and have
validated that these principles can be transferred.

Some key findings of the study are of particular interest to DOD while
“rightsizing” and striving to maintain readiness goals.

- Design effort in terms of absolute manhours were reduced by 45%
while taking 1/3 the time to complete the design. Empowerment of
the team leads to less oversight and overhead in the corporate
structure.

- Assembly labor hours per vehicle was 1/3 less, with flexibility from
cross training reflected in the fact that there are approximately 80%
fewer job classifications. With fewer and empowered people, and
using flexible job structures, defects were reduced by almost 30%.

- Reductions in inventory possible with lean manufacturing provide
substantial opportunity for the DOD logistics system. Lean producers
reduced inventory on hand by an order of magnitude. In addition, the
number of suppliers were reduced by 2/3 of traditional levels which
significantly reduced material overhead costs.

The bottom line is a significant and proven potential to lower cost, improve
quality, compress cycle time, and better performance.
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Excuses Organizations Offer

« “We're Already Doing This”
. “We're Different”
« “Outside of My Control”

« Leadership is Too Busy

There are a myriad of excuses organizations use to avoid the change
process. One often used excuse is “We're already doing this”. This
type of comment often is made by an organization that has not come to
grips with their real competitive position. Many large corporations have
received considerable publicity recently for not addressing their
deteriorating competitiveness. In some cases, boards of directors have
forced change.

A second common excuse is “We're different”. The American
automobile industry continued to use this argument long after loss of
market share to lean producers was apparent. This study membership
firmly believes that all enterprises can adopt lean manufacturing.

A long-standing excuse is to refer to outside influences as a major
barrier.  This leads to the thinking that the entire scope of the change
process is “outside of my control. For example, the outside influence
of the media and its possible misinterpretation can be used as an
excuse to avoid risk. There can also be the fear that “somebody in
Congress will investigate if we try.”

“Leadership is too busy.” It always has been and always will be an
issue as leadership time is valuable. The question is, where should
valuable time be spent. In our view, the answer is on the most valuable
part of the enterprise -- namely on the enterprise’s processes.
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DOD Is Different

- DOD is Different, But Differences Are Manageable

- No CEO like Industry - Conflicting objectives

- Rotation/replacement of senior execs - Budget annually vs plan

- Single item crisis-of-the-moment - Social vs program efficiency

- No Payoff for risk taking - Public trust vs efficient control

- Executive Branch and Congress

.. The Big Issues are Those That Others Have Faced Down

-Excess people - Suspicion of progcess management
-Excessive regulation - Few risk takers

- Severe resistance to change -Too much financial control

- Not enough education

Process Change Has Already Surfaced In 7
Many ‘Islands” Of The Enterprise

15

DOD s different, to a degree, but for important matters, the difference is manageable. In spite

of the differences, process management does apply and is underway in many areas within the
existing DOD system.

The major differences between DOD and corporations have been identified. In DOD, the CEO
function is split between the Secretary, White House, and Congress. DOD has a more disruptive
annual budgeting system than industry’s more stable plan. DOD ‘sCEO structureplaces high
emphasis on social objectives (small/minority business, geography etc.), on public trust for
funds and on media "oversight"/exploitation It must also deal with interdicition by Individual
congressmen on “minor” managenal issues. And in DOD, there is little reward for risk taking;
instead, the perception is that risk should be avoided. These differences are manageable. They
are not the road blocks to lean manufacturing.

The roadblocks to lean manufacturing are far more cultural than political. All organizations
resist cultural change and the DOD will be no different. This study has identified the most
significant cultural resistances that DOD will face.These resistances can be faced down but
only if the leadership fully accepts and personally endorses the new lean manufacturing
approach.

OSD has the power to buffer/cushion the worst impacts. A “partial vision” with HASC, SASC,
White House on change will greatly help. They can screen disruptions to Programs and
Commands, stop “killing the messengers’, and make it clear that one mistake is not fatal to
careers. Using teams with process owners and leaders which are organized around tasks,
versus functions, will protect and encourage DOD employees to take the risks necessary to
make changes in the Infrastructure.

In the Services, more than a dozen major process focused initiatives are underway. This
situation is similar to Corporate experience, where Process Management has generally also had
a bottoms-up start. These initiatives work within current DOD constraints, proving process focus
can be successful within DOD. Building on these Service initiatives plus contractor experience,
simplifies DOD's task. In our judgment, the enterprise is waiting for senior leadership to endorse
and unleash lean manufacturing.
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One Key Difference: Civil Service Personnel

DOD Overhead Burden Must Be Reduced
- DOD has excess personnel in areas that do not add value
- Burdens not only government payroll, but also industry

DoD's Flexibility Is Limited

- Large, rapid workforce reductions are politically unrealistic

- Civil service regulations Inhibit ability to reallocate right people to the
right jobs

But

- Moderate pace of reduclton is within DOD's authority
- Attrition, freezes, early outs, and selected RIFs

- The important task is to reorganize to concentrate on value-added
ac tivities

- Many DOD organizations have already started

An Integrated Process Action Team should be formed to address
this issue and provide recommendations consistent with the vision
of the enterprise. |

16

One of the key differences between DOD and industry is the set of constraints
imposed by the civil service personnel system. DOD has an excess of as much as
25% in the areas that should be affected by downsizing the acquisition and force
structure. This issue must be dealt with in order to have a significant impact on
reducing the overhead cost burden. The cost burden not only impacts the
government payroll, but has a significant , adverse effect on industry and the
government’s cost of doing business with industry.

DOD’s flexibility is limited since large, rapid workforce reductions would be politically
unrealistic; however, this does not mean that the government should not take the
necessary steps to become lean. A moderate pace of downsizing can be achieved
through attriiion, freezes, early outs, and selected RIFs, all which are within DOD's
authority. Beyond reducing the workforce, the most important goal here is to
reorganize DOD civil service personnel so that the concentration is on value-added
activities. Flatter organizational and team structures are possible if job descriptions/
grade levels are wriien based on job content and not on the number of people
supervised.

Various DOD organizations have been dealing with this issues as they transform
their operations to conform more with the lean manufacturing philosophy. Several
successful examples exist in Service acquisition commands operating within the
current laws and civil service regulations. Those examples need to be understood
and shared.

Our recommendation is that an integrated process task team representing the
appropriate stakeholders be formed to examine the personnel processes, identify the
desired process, and recommend an approach for resolving the issue consistent with
the overall vision of the enterprise. In other words, apply the lean manufacturing
process focus approach to this issue.
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Bright Spots

Manufacturing
Development

17

This process improvement approach can work in the DOD enterprise. Grass Roots initiatives are
sprouting up throughout the services and agencies which embody the principles of the lean
enterprise. These bright spots can be the building blocks for expanding process improvement.

. Ammmmmﬂ&émn includes academia (Massachusetts Institute of Technology,
industry and the government and is making a dynamic change toward lead practices and
processes. The Manufacturing 2005 initiative establishes pilot programs to demonstrate the
combined efforts of manufacturing technology and lean acquisition practices. The Manufacturing
Development lhitiative (MD) focuses on concurrent development of product and process during the

acquisition of a weapon system.

» Army Integrated Development Team Acquisition Initiative is a series of training and education
briefs to encourage formation of integrated development teams.

s Conaress/DoD Section 800 Panel report addresses defense acquisition as a coherent system,
including improved acquisition laws.

. i isition Pilot Program, mandated in Section 809 of Public Law 101-510
authorizes DOD to nominate programs as pilots to waive selected statutory and regulatory rules to
improve the Acquisition process and test Acquisition reform.

» DLA Corporate Contracting is a prototype to combine requirements into a sole source, long-term
contracts on a corporate basis with major suppliers.

uisition Refarm defines the scope and method to
comprehensively modify the process by which DOD should acquire goods and services.

* Join' Logistics Commanders Flexible Computer Integrated Manufacturing (ECIM) is a joint initiative
which includes DOD and industry cross functional teams conducting experiments in process
improvement and cycle time reduction.

» Navv Best Manufacturing Practices (BMP) links government, industry and academia to exchange
information on benchmarking, problem solving, quality, productivity, and competitiveness by
identifying and sharing proven best practices. Navy Centers of Excellence are cooperative centers
established with government and industry partnerships to advance manufacturing technology and
facilitate its implementation.

« OSD DDR&E S&T Thrust 7. Technology for Affordability focuses S&T investment to develop and
execute technology/process demonstration programs aimed at significant affordability
improvements.
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Ingredients for Change

. A Crisis == EXists today
« A Vision e———————0® Essential (strawman provided)
« A Mechanism —® Our Study

« Leadership ——— Your task

18

For most organizations, radical change does not take place
until leadership and the entire oraanization believes a crisis
exists. If the entire organization does not believe the crisis is
real, then it's leadership’s responsibility to clearly
communicate the reality of the crisis environment. We know
the crisis is real, as the following chart will show.

Leadership must also communicate a vision of where it must
o - .lolead. We've created a strawman vision, but it's only
gnat... a surrogate for the real vision which must be created
by the DOD leadership team. The leadership team must also
decide what mechanisms, strategies, goals, and measures it
will adopt to drive toward the afttainment of the vision. Once
again we offer an approach. What we cannot do is substitute
for leadership. That must come from the Secretary and
Undersecretary. They must form, with other key players . . .
the stakeholders . . . a leadership team to insert continuous
improvement -- a process focus into the Defense
Manufacturing  Enterprise.
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The Current Crisis is Real
(and Needs to be Accepted Throughout the Enterprise

Procurement
1 Budget Authority* Crisls
(FY 94°9) Modernization is being jeopardized

by reduced budgets and high
overhead costs.

U

Lean has been the
solution for others

Procurement $B

« Smarter use of declining resources
. Attack fixed costs

« Focus on survival (readiness)
0
85 90 95
. DOD Budget
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As the DOD budget continues to decline, the procurement budget has
sustained the most drastic reduction. This is the result of the other
major elements of the budget (military personnel, O&M, RDT&E) having
a much lower reduction. As a result, the annual replacement rate of
military hardware has been drastically reduced to 1-2% This will
clearly impact future readiness since it would take 50 years to replace
the inventory at a 2% rate with the average age of equipment being 25
years. Another factor which adversely affects what can be
accomplished with the procurement budget is that a greater portion of
the budget is devoted to administrative and support costs. This is a
result of failing to reduce the administrative oversight and regulations,
which drive fixed costs in proportion to the total budget reduction.

As private industry encounters such crisis situations, drastic actions are
taken to survive. The most common approach and the most successful
approach has been to adopt the “lean manufacturing” philosophy. An
assessment is made of resource utilization and a reallocation of assets
(including disposition of assets) is a critical element. It is imperative to
avoid a continually increasing overhead burden rate or the operation
will cease to be viable. Fixed costs are aggressively attacked with an
attempt to move as many costs as possible to variable costs.

Identifying and eliminating non-value-added cost by empowering cross-
functional teams that clearly understand that survival is at stake is a
common solution. These teams identify processes that need
improvement, map the processes, identify non-value-added tasks, and
recommend changes to improve the operation.
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Strawman Vision

Change the spirit of defense acquisition from one of
mistrust and risk aversion to confidence in the total

enterprise and turn from an inward looking system

to one that fully utilizes the total strength of industry,
and where processes are continuously improved to
reduce cost and improve performance so that U.S.

Armed Forces are trained, equipped, and ready to

defeat existing or potential threats.

20

A vision is necessary to establish the broad, general
direction that the enterprise will pursue.

The 1993 Lean Manufacturing DSB Study Group has
provided the strawman vision to indicate that one is needed
and to provide a guide. We are now convinced that a
relatively short and concise vision statement can be written to
encompass the total enterprise.

Our recommendation is that DEPSECDEF initiate a
process to develop a vision which is owned and endorsed by
himself and by his leadership team.

The vision should be used to guide the development of
focused strategies necessary to achieve near- and long-term
goals.
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Challenge Is To Change the
Enterprise Management Attributes

Erom To
Output Measures Processes mmmip Improvement
Large Infrastructure (fixed costs) e Variable cost
Inspections and Audits [~ 3 Management by Metrics
Compete with Suppliers ) Partnerships
Dedicated Resources - Shared Resources (Commercial, Military)

Risk Aversion _— Exercise Initiative
Serial Stovepipe Design C - Concurrent Engineering (IPPD)

Technology/Products/Performance wmm» User Value Driven/Affordability
Individuals in Stovepipe Structures mmmsip Empowered Cross Functional Teams

General Training [ Performance-Based Education
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Industry experience clearly shows that the best technique for changing enterprise attributes is
process focus. Through this approach the Defense Enterprise can begin to undergo a
significant cultural transformation. The vision needs to transition DOD from its current position
to attributes more aligned with lean manufacturing concepts. DOD needs to transition:

From program unique activities which design, develop and produce program specific
products which are controlled through metrics relating to output and cost constraints, to a
focus on consistent processes which allow for compounded learning and improvement
between programs with metrics relating to time and cost management.

From traditional organizations and a large infrastructure that tends to avoid risk and is
resistant to change to agile organizations  which embrace change and accommodate
variable costs. (From Economy of Scale to Economy of Scope)

From a structure which attempts to achieve high quality and performance through after-
the fact inspections and audits of product, to an enterprise which prevents defects
through controlling all of its processes and uses sampling metrics to ensure a quality
process.

From an organization which carries an infrastructure to internally develop software,
hardware and products which have commercial equivalents to an organization which
partners with its suppliers to provide needed products in the most affordable, lean
structure, leveraging on commercial products.

From a defense accounting and property control environment which forces a separate
dedicated capital investment structure between commercial and military divisions to a
structure that allows military and commercial production to occur on the same plant
infrastructure, maintaining accountability without carrying intense unique DOD overhead
functions for accounting and property control.

From a system which perpetuates risk aversion to one which encourages initiative and
provides incentives to taking risk.

From a design to production process which is primarily serial in nature to concurrent
Integrated Process/Product Development (IPPD)

From technology, performance-based weapon systems to products that are designed for
affordability and support the operators needs.

From functionally oriented, stovepipe structures which reward individual performance to
cross functional teams empowered to make rapid decisions.

From general, individualized  training to education which is tuned to meet enterprise

goals
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“How To” Recommendations

1. Create and communicate the vision

2. Adopt process improvement focus within DOD and the
industrial base

3. Create a change agent to implement the process focus
4. Drive change through a prioritized set of actions

5. Recognize and reward the “process progress” teams &
individuals

6. Involve other stakeholders (like Congress) in
formulation of DOD strategy

22

To make the necessary change to a lean DOD Manufacturing Enterprise,

1.

the leadership should proceed as follows:

State and communicate the vision of the Lean Manufacturing Enterprise
at all levels of the DOD. Unless this is done, and reinforced on a frequent
basis, the power of the vision will be weakened and perhaps lost.

. Adopt process focus within DOD and with the Industrial Base. This will

remove the current, limiting focus on programs and products. It will foster
a view of acquisition activities as being part of a process and amenable
to streamlining and beneficial change.

. Create an agent of change to implement the process focus. We recom-

mend that the Acquisition Policy and Industrial Base Process Team be
the major instrument of the DOD leadership to bring about the desired
changes. Its authority will be DOD - wide in all matters affecting
acquisition. It will, moreover, be a guiding agency in managing the
inevitable right-sizing of the industrial base.

. Charter the agent of change to drive that change by means of a rational,

prioritized set of actions. These actions may originate in the team itself,
or in those DOD agencies best able to identify and implement them,
under team guidance. We later recommend four prioritized actions.

. To facilitate the process of change (which lies ultimately with individuals)

the leadership should institute a program of reward/recognition for the
“islands” of the enterprise that are implementing lean manufacturing.
This will send a clear message to other organizations in the enterprise.

. To harmonize the process of right-sizing and streamlining, to the extent

possible the leadership should involve other stkeholders, such as the
Congress in formulating DOD acquisition strategy.

G 22



How to Initiate the Process Improvement Focus

Leadership Team
 Establish Membership
* Verity/Adjust Vision

« Establish Strategy

* Educe

Acquisition Policy and
Industrial Bass Process Team T

* Policy: DUSD (AR) ] ]
Industrial Base: ASD Economic Security

Iheleam

. To realize the full power of this vision, the DEPSECDEF, with the cognizance and advice of
Congressional, Executive, and military leaders and the CEOs of benchmark companies,
should establish an implementing executive team. Its charter would be to ensure consistent,
effective application of the process for acquisition policy and the industrial base.

. We suggest the team be named the Acquisition Policy and Industrial Base Process Team.

. The team membership should include: the USD(A) as leader, representing the entire
Defense Manufacturing Enterprise; the Vice Chairman, JCS, to ensure firm ties to the users
and the basic requirements process; the Service Acquisition Executives, who must have the
same responsibilities in each of their services and be able to transfer team actions into
service actions; the PDUSD(A) to ensure consistent action in all major program activities.

. The team should be supported by a secretariat whose composition will depend upon the
areas affected. As a minimum: for acquisition reform issues, the DUSD(AR); for industrial
base issues (public & private), the ASD (Economic Security. Both functions may be required
to participate from time to time. The USD(A) may, in addition, involve other staff elements.

. Participation of the Secretariat offices in this way would strengthen their implementing
actions, in that they would be representing the coordinated position of the team.

« To ensure meaningful, rapid lorogress, the DOD should establish sector assistance group of
respected individuals from all areas of the defense industry. Their task would be to assist,

on an on-going basis, progress towards the lean DOD Manufacturing Enterprise

« Finally, the team should have a formal charter, developed by the USD(A) and the DOD
leadership. This will ensure a firm, consistent basis for action. A suggested draft charter
has been prepared by the Task Force and is presented next.

« Other process teams will be formed to address the specific prioritized topics identified by the
Acquisition Policy and Industrial Base Process Team.
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Acquisition Policy and Industrial Base
Process Team is the Change Agent

« Charter:
Develop lean manufacturing processes to produce consistent
acquisition and industrial base plans and their implementation
« Process Actions
- Establish and communicate lean enterprise principles
Establish metrics to measure progress

Establish incentives/rewards for organizations and individuals
contributing to change

Provide for education and training to achieve the cultural change

Institutionalize an integrated product/process development approach

(IPPD)

« Create integrated process teams to address the crisis
issues for high payoff

24

Preamble: Because of the critical nature of this team, its charter should grant wide powers, encompassing the
entire DOD  acquisition community. This charter should be issued by DEPSECDEF.

1) This team shall be known as the Acquisition Policy and Industrial Base Team.

2) The team shall have the following general responsibilities:
a) Ensure that the vision of the DOD lean manufacturing enterprise is implemented
b) Develop and promulgate appropriate policies affecting DOD acquisition activity.

¢) Establish mechanisms to ensure that the Industrial Base (public and private) remains capable of serving
the broad national security needs of the country.

d) Establish metrics to measure progress.
3) The team shall meet at the discretion of the USD(A) or, where necessary, PDUSD(A).
4) The team shall not be responsible for the normal, day-to-day management activities of DOD acquisition.

5) The team shall ensure that DOD-wide education and training of relevant personnel in lean manufacturing
principles is implemented.

6) In consonance with the principles of para. 2.a.. the team shall, at a minimum:

a) Establish lean manufacturing principles within DOD and approve their contentimplementation with
Integrated  Product/Process Development-like teams, where indicated

b) Plan & cause to be implemented the rational sizing of DOD organizations and facilities to remove barriers
to the establishment of a lean manufacturing enterprise (including the Industrial Base

¢) Encourage innovation-in-acquisition throughout DOD to harness the best efforts of all personnel

d) Ensure that the mechanisms established for Industrial Base ability retention address, as a minimum, the
following:

o How & when to achieve the right size of residual defense-unique organizations.

« How to encourage dual-use (i.e., commercial-military) industrial manufacturing capabilities where
similar products have similar prices, regardless of the buyer.

o Review & establish minimum defense needs by sector (e.g., tanks, aircraft, submarines, etc.).
Determine & aim to achieve the rational right size of the residual Defense Industrial Base.

« How to incentivize individuals and organbations to invest in productivity, even as the defense budget
is reduced.

e) Create integrated process teams to address crisis issues for high payoff.

7) The team shall recognize in its activities its de facto connections to the Defense Planning and Resources
Board (for overall DOD budget structure) and the Defense Acquisition Board (for specific, large programs).
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High Pay-Off Crisis Areas to be Addressed

1. Reduce the DOD overhead burden on the lean manufacturing
enterprise
- Quantify current "overhead" costs
- Reduce/eliminate non-value-added functions
- Reduce oversight while retaining performance
- Rational reduction of DOD workforce and facilities

2. Rational downsizing of the enterprise
- Manage down to minimum defense needs by sector (tanks, submarines, etc.)
- Aim for right size of residual defense industrial base (public and private)
« Retain only minimum necessary for national security needs
- Promote fewer defense-unique and more dual use (military-commercial)
- Encourage innovation-in-acquisition at all levels

3. Maintain public trust and confidence in the Department

4. Impact on-going programs/facilities

25

The DOD overhead on the lean manufacturing enterprise can be reduced in several key areas.
Modern cost accounting principles like Activity Based Costing (ABC) should be used to identify
and quantify overhead cost. All non-value-added functions should be identified and eliminated, or
significantly reduced and the use of process metrics in lieu of product inspections can improve
product quality and performance while reducing oversight requirement. The DOD should establish
a rational process, including metrics and stretch goals, for downsizing the DOD acquisition
workforce, so that the remaining people will be the best qualified for executing the new process.

DOD must posture its acquisition program and process to facilitate a rational downsizing of the
defense industrial supplier base. The first step is to identify the minimum-sized industrial base
required to satisfy uniqgue DOD requirements (tanks, submarines, etc). Next, DOD should permit
the use of dual use or commercial components, parts, and processes to the greatest extent
possible, and to purchase these items using best commercial practices. Finally, DOD should
establish an acquisition environment where acquisition organizations and officials are encouraged,
recognized, and rewarded for adopting innovative acquisition practices at all levels of the
acquisition process.

Public trust and confidence in the Department can be improved through the use of tools that are
already practiced in the commercial market place. Most of these recommendations are also
included in the recent DSB Acquisition Reform report.

On-going programs represent a high-payoff area to be examined because of the amount of money
contained in these programs. It is our belief that an immediate payback may be achieved by
focusing on these programs. We will offer specific suggestions for immediate implementation of
lean manufacturing principles in ongoing programs. In addition, it may be necessary to
concentrate on a facility rather than a program since it will be difficult to deal with a single program
in a multi-program facility. To start, consider a facility with a single program.
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Sanity Check

Based on review of
28 prior studies plus
task force
suggestions

ligh Payofl

1. Reduce
Overhead

2. Ralional Downeizing

3. Maintain Public Trust
and Confidence

4. Impact Ongoing
Programs

@« High impact O = ModeralsMedium
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This study identifies four high payoff areas for immediate
attention. This study also reviewed the suggestions of earlier
studies and evaluated those earlier suggestions relative to
these four findings. Many of the findings from earlier studies
map into the four high payoff areas of this study and show
high correlation between prior study suggestions and the high
payoff areas identified by the task force.
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Growing Nationalization of the Defense Industry

« FY94 Defense Authorization Bills
- Senate Armed Services - “60% in Depots”
- House Armed Services -- “100% in Depots”

« FY87 to FY94, Defense Industry manpower down 32%,
military down 25%, civil service down 19%

Solution: Commission on Rational Downsizing of
the Public Sector of the Enterprise

« Similar to base closure commission
« Objective being privatization, wherever appropriate
« Covers depots, arsenals, labs, etc.
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As the defense budget has been shrinking, the private sector of the defense
industry (R&D, production, and support) has been shrinking much faster than
the public sector, with the result that there is a significant shift taking place
toward the public sector.

While members of both the executive and legislative branches give speeches
on capitalism vs socialism, they are passing laws and taking actions that are
contrary to a free market system. For example, in the FY 94 Armed Services
Bills, both the House and the Senate have proposed that between 60% and
100% of “all work that can be done in a depot must be done in a depot”
(rather than in private sector plants). Similarly, actual reductions in defense
industry manpower have been significantly higher than the cuts in the civil
service workforce in the public sector (38% vs 19%).

To address this problem, the DOD must immediately initiate a serious effort to
“right-size” the defense industrial base -- including the public sector. For
example, in the depot area, this would include downsizing and consolidating,
shifts from the public sector to the private on some current systems, and
plans to have most future systems supported on a “turn-key” basis (in the
private sector). Similar steps will be required in each area of the industrial
base (R&D, production, and support).

However, solving this problem, as was the case with the needed base
closures, is so politically volatile that it cannot be sufficient to have it
addressed by the DOD, or even by the Congress, on a case-by-case basis.
Thus, an overall commission on rational downsizing of the Public Sector of
the Defense Industry is recommended. It would operate in a fashion similar
to the Base Closure Commission and address the overall public sector of the
defense industry (depots, arsenals, labs, FFRDCs, etc.). The guidance
provided to the Commission would be to utilize the private sector wherever
possible.
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In Our Judgment,
Trust and Accountability Can Be Maintained

. Rely on competitive pricing where possible

. For sole source suppliers, stress continued value improvements
(with sample audits vs continual audits)

. Rely on supplier metriis of processes and cost improvement trends
. Enlist ‘Quality Assurance” accounting firms to conduct audits

. Expand application process of metric sampling to replace item
inspection/continuous audit approach

. Past performance precedent to future award

Process for Change
Establish a Cultifunctional  Team to develop a process approach
to maintain trust and accountability while dramatically reducing
overhead costs.
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The Task Force recognizes that any change to present processes and practices
needs to ensure continued protection of public trust and accountability. As we all
know, the taxpayers are the ultimate customer of DOD.

We believe, moreover, that the public’s protection offered by the current system, is not
a very high standard. To quote from the recent Acquisition Reform study:
- It discourages suppliers from investing in more effiient production processes

and actually encourages suppliers to increase the cost of goods because that is
one of the few ways available to increase profit over the long run--especially in a
declining market. It also creates contention between the government and its
suppliers, around which large numbers of auditors, accountants, and other
overseers scrimmage with an equally large number of supplier personnel.

- We believe that these scrimmages and costly practices can be avoided and still
protect the public trust.

Shown here are a few of the tools available to DoD and already practiced in the
commercial market place to ensure the protection. Most of these recommendations
are also included in the recent DSB Acquisition Reform report.

We suggest that a multifunction team be formed to review these recommendations
and examine other alternatives to satisfy the accountability —concern at a lower cost. A
drastic reduction in overhead costs is heeded and the oversight function is a major
driver in those costs (in DOD and in industry). The team should include the primary
stakeholders with this accountability; for example, DCMC, DCAA, DDP, OSD IG,

GAO, etc. with industry in a consulting capacity.
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Lean Manufacturing Suggestions for Immediate
Implementation in On-Going Programs/Facilities

2. .. because that's where the money is.”
- Wille Sutton

1. Reduce technical data requirements
2. Adopt “turnkey approach” for life cycle support
3. Deploy integrated product/process development

4. Replace obsolete/costly specifications, e.g.,

- MIL Q 9858 family replaced with [SQ 9000
- Family of solder specs replaced with interim _Common Solder
Spec,

- GFE tracking replaced with best business practices
- Institute pilot project with commercial software

29

. For the vast majorii of its material, DOD requires delivery of detailed technical data packages
The justification has been to assure the quality of the product: to provide configuration control; to
achieve past standardization; and to support competitive procurement of the item and its spare
parts The DOD needs to stop buying “buiit to print” technical data packages, thus avoiding the
commitment of large in-house resources and their upkeep. Detailed technical data packages
should be replaced by the use of performance specifications.

. Under'turnkev’ procurements.  a single contractor is selected to develop, produce, and
support a product or system from its inception until its retirement from use. The ‘turrnkey” concept
relies on one contractor for the product, its spares, and depot maintenance. Economies accrue
from a more stable business base for the supplying company and greatly reduced oversight and
downstream procurement activities for the DOD.

. Integrated_Product/Process Development (IPPD) is a management process that integrates all
activities from product concept through production/ffield support, using a multi-functional team, to
simultaneously optimize the product and its manufacturing process to meet cost and performance
objectives.  Exit criteria for development phases include both product performance and process
maturity (using metrics such as the process capability index, Cpy). The task force endorses the
suggestions of the 1993 DSB Study on “Engineering in the Mgnufacturing Process” which called
for implementation of IPPD in science and technology (S&T) programs as well as acquisition
programs.

. The International Standards Organization (ISO) has adapted a total quality system series of

standards (the 9000 series). DoDr adoption of 1SO9000 to replace military specifications, MIL-Q-
9858 and MIL-I-45208, will allow companies producing defense products to avoid the costly
process of having to be certified under two different standards. This will facilitate the drive toward
commercial/military integration in production facilities.

Implementation of an interim common solder specification will reduce costs and facilitate
commercial military/integration.

Under existing FAR, contractor use of GFE on commercial production must be paid for by
applying a monthly rental rate to the original cost of the GFE assets, irrespective of its current
fair market value. We recommend that the Fair Market Value (FMV) of GFE be determined and
contractors offered the opportunity to buy the assets at FMV. Additionally, the tracking of GFE
should be modified to only track assets with a FMV over $10,000 with all other GFE tracking
deleted and hold the contractor responsible for GFE information.

Implementation of Ada requirements across alfaspects of software development may be a
costly process as it exists today. A pilot program is suggested that enables the use of
commercial software development practices and languages to be used in parallel with Ada to
demonstrate the cost savings associated with flexibility in implementation. There appears to be
an appropriate role for both.
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Use (Your) Metrics to Measure Success

« Candidate metrics to measure against recommendations
- Number of people by process in DOD
- Overhead Cost as % of budget
Commercial Content
- # People trained in lean manufacturing
- # Renegotiated on-going programs & $ saved

« Candidate metrics to measure health of the Enterprise
Net assessment (force readiness)
- Readiness (mission capable rate &training tempo)
- Modemization Rate %
- Industrial base capacity utilized

- Customer satisfaction (Congress) - Survey, meeting customer
commitments

- Weapon system cost and performance trends

Metrics, when properly set, tell us how well a process is performing against
requirements and provide information on the effectiveness of actions taken to improve
the process performance. They must be sufficient to: understand performance of the
process; understand performance of suppliers to the process, and generate
meaningful trend analyses.

Establishing effective metrics requires a focused initiative involving all of the process
stakeholders. This includes the process/subprocess owners, participants, customers,
and suppliers. But, because effective metrics are absolutely essential to continuous
(incremental and step) improvement, care must be taken in metric selection, since
application of improper metrics not only delays process improvement, but can actually
lead to actions detrimental to process performance.

Frequently, the initial metrics considered are not those ultimately proven effective, but
their evaluation leads to better understanding of the process and points us in the
direction of an effective selection.

Stretch goals are established to produce major improvement and achieve/pace world
class performance. This is exactly the result required by the current crises. They
differentiate the process focused approach from traditional improvement methodology
and when realized, they separate winners from losers. Stretch goals challenge
creativity to meet/beat best in class benchmarks. They are deliberately set in a
manner that precludes attainment by minor changes & “tweeking.”

Stretch goals are not just another theoretical concept. They are used successfully
and consistently by world class enterprises. They also reflect a fundamental
philosophy. Recommended candidates for initial consideration by DOD are shown
opposite. There are two sets: one to monitor progress on implementation; the other
to monitor successful achievement of resutts meaningful to the DOD.

The DSB is prepared to support DOD in the establishment of metrics (and, even, to
help in monitoring them), to the degree desired.
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Also, Start Within the Enterprise
... like Readiness

DD E=> Consistent with the enterprise vision, develop the

Leadership readiness vision and goals, establish a readiness
Integrated Process Team (IPT), deploy process
improvement approach, and:

In Parallel

Logistics &=p>  Task the JLC to form an IPT to address a spares
(Critical  Process  procurement and deployment program under the lean
in  Readiness) process

ean
PT%SS . Ipl’m ) Measured!
Owner Barriers| Map Metrics | Benefits,

BPARES

(Acquisition to Delivery)
« Define Initial &
Susiainment.gpares
¢ Procurement L ASK FOR THIS FEEDBACK
* Supply to Operational

Operational]  Forces

* Repair
Forces ¢ Industrial Base

)]

It is emphasized that this spares program d

DOD leadership introducing the process focus to the entire DOD
enterprise; however, it does provide a means to quickly implement this
approach within the enterprise.

The process improvement focus as described earlier in this briefing
applies to all processes extending from the operational forces through
DOD leadership. Taking advantage of this feature provides the
opportunity to establish “Readiness” as a place to start within the
system to implement the methodology and gain indepth understanding
of the magnitude of the benefits achieved. Other initiatives within th
enterprise can be started in parallel with the top level action under the
direct leadership of the DEPSECDEF. Our recommendations
presented thus far center upon developing a DOD vision with goals, the
establishment of integrated process teams, and the deployment of the
process improvement approach. It is recommended that this
methodology be applied directly to the issue of readiness and other
issues within the enterprise.

Relative to this specific initiative, it is suggested that the JLC be tasked
to implement a program focused on the overall spares procurement and
deployment activity. The process should start by identifying initial and
sustainment spares and extend through the procurement task, supply to
operational units, repair, and industrial base considerations. The
program should identify the process owner, produce a detailed process
map, identify barriers to achieve goal, develop a lean process map
based on the removal of non-value-added tasks and process redesign/
streamlining, identify metrics, and finally, measure the magnitude of
benefits derived from the process improvement focus. Interim and final
results should be provided as feedback to DEPSECDEF and the
Acquisition Policy and Industrial Base Process Team.
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Likely Costs and Benefits

Benefits .
20 — Faster development
- More effective fighting force

- Broader, stronger industrial base
- Improved readiness .

One-time  restructuring  cost
- $(e.g., training), leadership energy, political capital (may be positive)

Our judgement is 50-75% of benefits achievable without change in law
- Still' need Congressional support

Implementation of the proposed change will be neither easy nor fast.
However, the payoff will be extremely significant. After a 5-year
implementation period, the efficiency gains will be in the 10s of billions
of dollars annually. There will be a dramatic improvement in the time to
field new weapons, in the quality of the weapons, and in their
performance. America will have a more effective fighting force -- even
with the reduced budgets -- as measured in terms of readiness,
modernization, ease of operation and maintenance , and state-of-the-art
equipment. And there will be a broader, more responsive, and more
competitive defense industrial base - largely integrated with the civilian
sector, and capable of surges in production (for crisis demands).

However, as has been found in equivalent industrial restructuring, there
may be a one-time restructuring cost (in resources, leadership energy,
political capital -- but this could be positive).

A significant portion of the required changes (perhaps up to 75%) can
be achieved within the DOD itself, but even these will require
considerable Congressional support. For the rest, Congress must be a
significant participant, by removing the current legislative barriers.

G-32



Why Will This Succeed
When Prior Initiatives Have Failed?

« Greater recognition of need
« Process focus has a track record of success

 Leadership focused on improvement and understands
the value of team approach

« Pockets of success provide an opportunity for
expansion, rather than a stark beginning

« Congress should respond positively if treated as a
customer

« Consistent with Vice-President's National Performance
Reveiw

This is an ambitious and far reaching initiative. This magnitude of
change in direction and management approach will surely face
significant resistance and opposition in spite of the high potential
bﬁnefits. We believe that this is the opportune time to initiate such a
change.

First of all, the budget crisis is well known across the enterprise. Its
associated impact and projected impact on replacement rate and
industrial base could become devastating over a few years if the
historical approach continues, i.e. high leverage initiatives are not
implemented.

This lean manufacturing process improvement approach has gained
wide recognition in industry and within many segments of DOD. It has
proven to yield benefits beyond expectations in most areas that have
committed themselves to adopt the process. Leveraging these exciting
beginnings across the enterprise accelerates the payoff when the
leadership encourages and builds on the pockets of success.

The new DOD leadership has clearly expressed an intent to initiate
change, eliminate non-value-added cost, and support new initiatives
directed towards teamwork and improved effectiveness.

We also believe that involving Congress in the process and treating
Congress as a customer is vital to the success of the approach. It is
also likely that they would support the initiative since it helps address a
major dilemma - namely, avoiding a hollow force in the face of a
continually declining budget.

Finally, this initiative is consistent with the recently released National
Performance Review and offers an opportunity to be a major part of the
DOD effort to implement Review recommendations.
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There is a Down Side Risk

What if this doesn't work?
- Programs not the problem - they continue
- Personal “lost leadership” can be substantial
- Personal lost opportunity

Risk can be minimized . . . . . Lessons learned.
- Get a personal support structure

Build on organizations already underway

Build teams that reach down into organization

Educate and over-communicate

include ail the skeptics close to you

Protect risk takers

If this process effort does not achieve desired results, it should not have
a detrimental effect on cost, quality, time, or technical function on
existing programs. Programs will maintain operations for two or three
years, despite external activities. Rather, the failure to achieve desired
results will be seen as another “abortive attempt” at change and
commands that had moved forward in the process changes will back
pedba_ll_. Some committed commands may continue with reduced
visibility.

The major loss will be “lost leadership” on the part of management with
subsequent less ability to bring about future change. The organization
will have a difficult time accepting new ideas from leaders who have to
back away from commitments to change. In addition, there could be

lost opportunity for the leadership. After all, the leadership time could

be spent on other activities that could otherwise provide benefits.

This risk can best be minimized by careful selection of initial programs

and organizations and an emphasis on education and communications,
especially with regard to keeping skeptics involved at the beginning and
throughout the process. Organizational approaches include building in
organizations that have already started related efforts, building teams

successfully down through the hierarchy, and protecting risk-takers as

much as possible.
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You Should:

v Concentrate on the fulcrum (process) to get
maximum  leverage

v Establish your leadership team and vision
v Impact existing programs
v Measure and everything else will follow

v Stay personally engaged and institutionalize the
process

v Get help
Making this succeed could be the difference in

having a ready force and a viable industrial base.l

Mr. Secretary, you need to decide what area of your enterprise requires your personal attention and
commitment. It is the judgment of this study, that a portion of your valuable time needs to be dedicated
to improving the processes within the enterprise. This is where maximum executive leverage is
achieved. All products and programs are impacted positively as processes are improved.

It is essential that you establish a leadership team and create your own vision for the enterprise. Your
vision is critical. As the chief executive, you need to set the “guiding star” for others to follow.

Otherwise, well intentioned personnel under your command could operate at cross purposes. Take time
with your leadership team to create your vision and strategy. This study group spent about 40 person
hours in creating the strawman. Plan for an offsite where your team can focus on this objective.

Prior studies (including the Carnegie Report) have placed too much emphasis on actions to achieve
future benefits The greatest benefits will be gained from existing on-going programs. While future
programs are important, expenditures during the FYDP address programs already in process. Many
valid reasons may exist to maintain the status quo, but we believe that the benefits greatly outweigh the
disadvantages. Additionally, we believe that immediate near-term actions to implement lean
manufacturing on existing programs will have an immediate positive, cultural impact on the enterprise.

Insist on metrics and constantly measure against the metrics. The enterprise will respond by always
striving to improve the metrics. By so doing, you will unleash the creative skills of your personnel to
continuously improve their processes.

Based on the experience of other organizations, this shift to process focus is difficult and takes from 3 to
8 years to implement. It can only be achieved with a strong, determined, and highly focused leadership
team with a shared vision and common goals. Experience with other organizations also indicates that
the enterprise will quickly revert to past practices unless the leadership is consistently engaged in the
process improvement during the first 2 to 3 years. Therefore, it is essential that this process be
institutionalized so that a new culture for decision making takes root. Stay engaged.

Experience with other organizations also indicates that help from outside the organization is generally
necessary and beneficial. Third party assistance provides an unbiased, fact-based assessment and
removes blocking emotions from discussions and decisions. Outside help also provides a support
structure for the change agent.

In our judgment, this lean manufacturing approach is essential for the DOD to maintain a ready and
superior force supported by a viable industrial base. As defense dollars decline, it is essential that the
DOD adopt a lean enterprise approach to maintain force readiness. Otherwise, scarce dollars will be
consumed by the management system and control system rather than being allocated to military needs.
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The Term “Enterprise” was Carefully Chosen

Bemember that the word "Enterprise " has three meanings:

1) A business organization
2) A systematic purposeful activity
3) Readiness to engage in daring action; initiative

The third is the most important.

The enterprise is counting on you!

36
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